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CAUTIONARY STATEMENT FOR PURPOSES OF THE SAFE HARBOR PROVISIONS OF
THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This report contains forward-looking statements within the meaning of the federal securities laws. These
forward-looking statements are identified by the use of terms and phrases such as “anticipate”, “believe”,
“could”, “estimate”, “‘expect”, “intend” “may”, “plan”, “predict”, “project” and similar terms and phrases,
including references to assumptions. However, these words are not the exclusive means of identifying such
statements. These statements relate to analyses and other information that are based on forecasts of future results
and estimates of amounts not yet determinable. These statements also relate to our future prospects,
developments and business strategies and include, but are not limited to, statements about: increase in customer
demand for our software and services; growth rates for the automobile insurance claims industry; customer
adoption rates for automated claims processing software and services; increases in customer spending on
automated claims processing software and services; our relationship with insurance company customers as they
continue global expansion; changes in the amount of our existing unrecognized tax benefits; our revenue mix;
our income taxes; restructuring plans, poteatial restructuring charges and their impact on our revenues; our
operating expense growth and operating expenses as a percentage of our revenues; stability of our development
and programming costs; growth of our selling, general and adminisirative expenses; decrease of 1otal
depreciation and amortization expense; decrease in interest expense and possible impact of future foreign
currency fluctuations; our use of cash and liquidity position going forward; and cash needs to service our debt.

Actual results could differ materially from those projected, implied or anticipated by our forward-looking
statements. Some of the factors that could cause actual results to differ include: those set forth in “Risk Factors,”
“Management’s Discussion and Analysis of Financial Condition and Results of Qperations,” “Business” and
elsewhere in this Annwal Report on Form 10-K.

Although we believe that expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. All forward-looking statements included in
this Annual Report on Form 10-K are based on information available to us as of the date of this report. All forward-
looking statements are qualified in their entirety by this cautionary statement, and we undertake no obligation to
revise or update this Annual Report on Form 10-K to reflect events or circurnstances after the date hereof, You are
advised, however, 1o consult any further disclosures that we make on related subjects in our Quarterly Reports on
Form 10-Q and Periodic Reports on Form 8-K filed with the Securities and Exchange Commission {the “SEC”).
You also should read the section titled “Use of Estimates” included in Note 2 of Notes to Consolidated Financial
Statements included pursuant to Item 8 of this Annual Report on Form 10-K.




PARTI

ITEM 1. BUSINESS
General

Our operations began in 1966, when Swiss Re Corporation founded our predecessor, the Claims Services
Group. Solera Holdings, LLC was founded in March 2005 by Tony Aquila, our Chairman of the Board, Chief
Executive Officer and President, and affiliates of GTCR Golder Rauner II, L.L.C., or GTCR, a private equity
firm. In April 2006, subsidiaries of Solera Holdings, LLC acquired our predecessor fron Automatic Data
Processing, Inc., or ADP, for approximately $1.0 billion. In connection with our initial public offering in
May 2007, we converted from Solera Holdings, LLC, a Delaware limited liability company, into Solera
Holdings, Inc., a Delaware corporation.

The terms “we,” “us,” “our,” “our company” and “our business” collectively refer to: (1) the combined
operations of the Claims Services Group for periods prior to the April 2006 acquisition, (2) the consolidated
operations of Solera Holdings, LLC for the periods following the April 2006 acquisition and prior to the
completion of our corporate reorganization in May 2007 and (3) the consolidated operations of Solera
Holdings, Inc. as of and following the corporate reorganization in May 2007. Our fiscal year ends on June 30 of
each year. Fiscal years are identified in this Annual Report on Form 10-K according to the calendar year in which
they end. For example, the fiscal year ended June 30, 2008 is referred to as “fiscal year 2008.” Our financial
information disclosed in this Annual Report on Form 10-K under Item | (Business) and Item 7 (Management’s
Discussion and Analysis of Financial Condition and Results of Operations) is based on the following:

Period Accounting Basis
Fiscal years ended June 30, 2008 and 2007, or fiscal Audited historical consolidated financial statements
years 2008 and 2007 of Solera Heldings, Inc.
|
Fiscal year ended June 30, 2006 (Acquisition Unaudited pro forma statement of operations

pro forma), or fiscal year 2006 (Acquisition pro forma)  prepared on the basis of the requirements set forth in
Article 11 of Regulation $-X promulgated under the
Securities Act of 1933, as amended, giving effect to
the Aprit 2006 acquisition as if it had been completed
on July 1, 2005

Our Company

We are the leading global provider of software and services to the automobile insurance claims processing
industry. Our customers include insurance companies, collision repair facilities, independent assessors and
automotive recyclers. We help our customers:

+  estimate the costs to repair damaged vehicles and determine pre-collision fair market values for
vehicles damaged beyond repair;

«  automate and outsource steps of the claims process that insurance companies have historically
performed internally; and

«  improve their ability to monitor and manage their businesses through data reporting and analysis.

As of June 30, 2008, we served over 55,000 customers and were active in more than 50 countries with
approximately 1,900 full-time employees. Our customers include more than 900 automobile insurance
companies, 33,000 collision repair facilities, 7,000 independent assessors and 3,000 automnotive recyclers. We
derive revenues from many of the world’s largest automobile insurance companies, including each of the ten
largest automobile insurance companies in Europe and at least nine of the ten largest automobile insurance
companies in North America.




The Automobile Insurance Claims Process

An overview of the automobile insurance claims process and its complexities provides a framework for
understanding how our customers can derive value from our software and services. The automobile insurance
claims process generally begins following an automobile collision and consists of the following steps:

First Notice of
Loss

Investigation

Evaluation

Decision

Settlement

Vehicle Repair

Payment

The policyholder initiates the claim process with the insurance company.

The insurance company assigns the claim to an assessor and/or a collision repair facility.

The assessor conducts interviews, examines photos and reviews police reports.

The insurance company, assessor or collision repair facility estimates the cost to repair
the vehicle.

In the case of a heavily damaged vehicle, the assessor or collision repair facility may
request a pre-accident vehicle valuation.

The insurance company reviews the estimate and/or pre-accident valuation and confirms
the results of the investigation.

The insurance company may request additional information and/or require follow-up
investigation.

The insurance company determines whether the vehicle should be repaired or declared a
total loss.

Based on its evaluation, the insurance company determines who is liable for the claim
and the repair or total loss amount it intends to pay.

The insurance company notifies the policyholder or the collision repair facility of the
amount it intends to pay.

The policyholder or collision repair facility may negotiate the final payment amount with
the insurance company.

The collision repair facility repairs the vehicle if it is not a total loss.

The collision repair facility purchases replacement parts from original equipment
manufacturers, or OEMs, aftermarket parts makers or automotive recyclers.

Further revisions to the claim payment amount may occur if additional damage or cost
savings are identified.

The insurance company pays the policyholder or the collision repair facility.

Each of these steps consists of multiple actions requiring significant and complex interaction among several
parties. For example, the investigation step generally involves insurance companies, assessors, collision repair
facilities and automotive recyclers and includes conducting interviews, taking and examining photographs,
obtaining and reviewing police reports and estimating repair costs. When performed manually, many of these
tasks, such as the mailing of vehicle photographs or the estimating of vehicle repair costs, can be time-
consuming. In addition, without an efficient means of communication that facilitates real-time access to data,
claim-related negotiations can result in substantial delays and unnecessary costs.




The Automobile Insurance Claims Processing Industry

The primary participants in the automobile insurance claims processing industry are automobile insurance
companies, collision repair facilities, independent assessors and automotive recyclers. We believe that our
business is affected by trends associated with each of the following:

Automobile Insurance Industry

We estimate that the global automobile insurance industry processes more than 100 million claims each
year, representing approximately $150 billion in repair costs. We believe the industry is relatively concentrated
with a number of large automobile insurance companies accounting for the majority of global automobile
insurance premiums. In the U.S., of the approximately 320 companies offering automobile insurance, the twenty-
five largest providers accounted for over 80% of all automobile insurance premiums in 2007. The top 15
European non-life insurance companies accounted for 84% of total non-life insurance premiums in 2007.

Collision Repair Industry

The collision repair industry is highly fragmented. We estimate there are approximately 100,000 collision
repair facilities in our markets. The operating costs of these facilitics have increased substantially over the past
decade due to continued increases in vehicle diagnostic and repair technologies and changes in environmental
regulations. In addition, collision repair facilities have increasingly established preferred relationships with
insurance companies. These arrangements, known in the U.S. as direct repair programs, allow collision repair
facilities to generate increased repair volumes through insurance company referrals. Insurance companies benefit
by establishing a trusted network of collision repair facilities across which they can implement standard
procedures and best practices. [nsurance companies often require collision repair facilities to use specified
automated claims processing software and related services to participate in their programs. We believe the
combination of these factors will increase demand for software and services that help collision repair facilities
manage their workflow and increase their efficiency.

Independent Assessors

Independent assessors are often used to estimate vehicle repair costs, particularly where automobile
insurance companies have chosen not to employ their own assessors or do not have a sufficient number of
employee assessors and where governments mandate the use of independent assessors.

In some markets, we believe changing government regulations and improved claims technology will result
in a decrease in the number of independent assessors. However, in other markets, insurance companies are
reducing their employee assessor staff to contain costs, which we believe will lead to a growth in the number of
independent assessors. We believe the combination of these offsetting factors will result in a modest overall
increase in the number of independent assessors and, therefore, the demand for automobile insurance claims
processing software and services.

Automotive Recycling Industry

The automotive recycling industry is highly fragmented with over $25 billion in estimated worldwide
annual sales by over 15,000 independent salvage and recycling facilities. Participants in the automotive recycling
industry are a valuable source of economical and often hard-to-find used vehicle replacement parts. In addition,
this industry has become more sophisticated and technology-driven in order to keep pace with innovations in
vehicle technology. Additionally, insurance companies are increasingly mandating the use of afiermarket and
recycled parts to lower the costs to repair damaged vehicles. We believe these factors will result in increased
demand for automobile insurance claims processing software and services, as automotive recyclers seek to
manage their workflows, maximize the value of their inventories and increase efficiency.
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Key Drivers of Automobile Insurance Claims Processing Demand

We believe that the principal drivers of demand for our software and services are:

Inefficiencies in the Automobile Insurance Claims Process

Claims Process Fragmentation. The automobile insurance claims process involves many parties and
consists of many steps, which are often managed through paper, fax and other labor intensive processes. In a
June 2004 poll conducted by a leading provider of statistical claims data to the property and casualty insurance
industry, approximately 75% of U.S. insurance companies identified improving claims-handling processes as
their most important goal. Key areas for improvement identified by the survey included lowering operating costs,
reducing fraud and improving claims-handling efficiency. By simplifying and streamlining the claims process,
insurance companies can process claims faster and reduce costs,

Unequal Access to Information, Collision repair facilities typically have more information about vehicles in
their shops than do insurance companies who often must make their damage estimates remotely or with limited
information. Through access to detailed information about vehicle damage and replacement costs, insurance
companies can more accurately estimate fair settlement values and reduce overpayment on claims.

Disparate Claims Data. Claims-related data generated by automobile insurance companies often is not
stored, shared with other parties or captured in a format that is easily transferable to other applications. This,
combined with the inability to transfer and manipulate data easily across multiple applications, hinders
comparisons of repairs and claims. Increased access to data from industry participants generates more accurate
repair estimates and allows automobile insurance companies to identify top-performing collision repair facilities.

Conflicting Interests of Industry Participants. Collision repair facilities benefit from high repair costs, which
increase their revenues. Conversely, insurance companies benefit from tow repair costs, which reduce their
expenses. This conflict can result in high seitlement costs and delays. Repair cost estimates that rely on common
data sources can reduce these costs and delays.

Inefficient Collision Repair Facility Workflow. Many collision repair facilities manage their complex
workflows manually or without specialized software. Manual workflow management leads to increased
processing time, higher costs and more errors, problems that generally intensify as a facility grows. With claims
processing software and services, collision repair facilities can more effectively manage their workflows and
obtain detailed part availability and pricing information.

Growth in the Automobile Insurance Claims Industry

Growth in the Number of Worldwide Vehicles. According to industry sources, from 2005 to 2008, the
number of personal and commercial vehicles in use has increased an average of 3.95% per year, Additional
growth of 2% to 3% per year is expected through 2016, with forecasted annual growth of 8% in Asia-Pacific
countries through 2018. As the number of vehicles on the road continues to expand, we believe the need for
automobile insurance claims processing products and services will continue to grow to handle increased claims
activity.

In some insurance markets, such as North America and Western Europe, automobile insurance is generally
government-mandated and automated claims processing is widespread. Automobile insurance companies achieve
growth in these highly competitive markets by gaining additional market share, and generally compete on price
and quality of policyholder service. To remain competitive, insurance companies increasingly seek additional
automated claims processing products and services to minimize costs and improve policyholder service,

In other markets, such as Eastern Europe, Latin America, China and India, automobile insurance companies
are growing primarily due to an increase in the number of vehicles and emerging government regulations that
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require vehicles to be insured. Many automobile insurance companies in these markets process claims manually,
presenting significant opportunities for them to increase their operational effictencies, by automalting claims
processing.

Adoption of Automated Claims Processing Software and Services. Many markets have only recently begun
to adopt automated claims processing software and services to reduce inefficiencies. We anticipate that increased
adoption of automated claims processing software and services in these markets will be a key driver of our
growth.

The cost of automated claims processing software and services generally represents a relatively small
portion of automobile insurance companies’ claims costs. We believe automobile insurance companies will
increase their spending on automated claims processing software and services because incremental investments
can result in significant cost reductions.

Qur Software and Services

Our software and services can be organized into five general categories: estimating and workflow software,
salvage and recycling software, business intelligence and consulting services, shared services and other.

Estimating and Workflow Software

Our core offering is our estimating and workflow software. Our estimating and workflow software helps our
customers manage the overall claims process, estimate the cost to repair a damaged vehicle, and calculate the
pre-collision fair market value of a vehicle. Key functions of our estimating and workflow software include:

. capturing first notice of loss information

»  assigning, managing and monitoring claims and claim-related events

+  accessing and exchanging claims-related information

» calculating, submitting, tracking and storing repair and total loss estimates

+  reviewing, assessing and reporting estimate variations based upon pre-set rules
»  routing shop estimates for manual review .

*  scheduling repairs

Salvage and Recycling Software

Our salvage and recycling software helps automotive recyclers manage their inventories in order to facilitate
the focation, sale and exchange of vehicle parts for use in the repair of a damaged vehicle. Key functions of our
salvage and recycling software include:

*  managing inventory

+  connecting to collision repair facilities to facilitate the use of recycled parts in the repair of a damaged
vehicle

+  locating vehicle parts by price, year, model and/or geographic area

+  determining the interchangeability of automobile parts across vehicle models
»  exchanging vehicle parts with other recyclers

+  preparing invoices and managing accounts receivable

¢ generating management reports




Business Intelligence and Consulting Services

Our business intelligence and consulting services help our insurance company customers monitor and assess
their performance through customized data, reports and analyses. Key elements of our business intelligence and
consulting services include:

*  analyzing claims amounts and payments
*  creating customized statistical reports on claims data and activity
*  measuring our customers’ performance against industry standards

*  monitoring key performance indicators, such as alternative parts utilization in the repair process and
repair cycle time

Shared Services

We have developed our shared services to help our insurance company customers outsource claims-related
tasks. The key components of our shared services include:

»  reviewing repair estimates prepared by collision repair facilities

*  reviewing decisions to repair or replace damaged parts

*  auditing and facilitating settlement of repair prices with collision repair facilities
*  reviewing medical and workers’ compensation bills

*  communicating with policyholders

Other

We provide additional services and products to our customers, which include selling hardware for use with
our software, training, and call center technical support services. We also offer services that allow our customers
to access operational and technical support in times of high demand following natural disasters and software that
helps detect fraudulent activity. In addition to some of the software and services described above, we provide
software and services that are not directly related to the automobile insurance claims process.

Our Databases

At the core of our software and services are our proprietary databases. Each of our databases has been
adapted for use in our local markets, We have invested over $200 million in the last ten years to maintain and
expand our proprietary databases. Our primary databases include our repair estimating database, our total loss
database, our claims database and our parts salvage databases.

Repair Estimating Database. We have created our repair estimating database over 35 years through the
development, collection, organization and management of automobile-related information. The data in this
database enables our customers to estimate the cost to repair a damaged vehicle. This database:

«  contains detailed cost data for each part and the required labor operations needed to complete repairs
on over 2,500 vehicle types ' '

»  covers over 98% of the vehicle medels in our core markets
»  includes vehicles data dating back to 1970

*  includes over 5 million parts for vehicles with multiple model years, editions, option packages and
country-specific variations .

*  includes over one million aftermarket parts

¢  includes over one million graphics




We update this database with data provided to us by third parties, including original equipment
manufacturers, or OEMs, and aftermarket part suppliers, along with data we develop through our proprietary
analyses of local labor repair times and damage repair techniques. The quality and accuracy of the database,
which are very important to each of our customers, are continuously monitored and maintained using rigorous
quality control processes, which include updating over 2.5 million data points every month.

Total Loss Database. Our total loss database helps our customers determine the pre-collision fair market
values of vehicles that have been damaged beyond the point where repair is economically feasible, as well as the
amounts they pay policyholders for total losses. Additionally, our employees use this database to provide total
loss estimating service to our customers. This database has been designed to accurately reflect the local fair
market value of a vehicle rather than simply delivering a market value based on national or regional averages.
Each year, we collect more than 180 million “for sale” and “sold” vehicie records from over 10,000 automobile
dealer sources, which we have combined with local market purchase and sale data collected from over 3,500
different sources, including websites, local newspapers, magazines and private listings. We update this database
by incorporating nearly two million data points per week which include the latest vehicle purchase and sale
information including specific models, option packages, vehicle condition and mileage.

Claims Database. Our claims database enables our customers to evaluate their internal claims process
performance, as well as measure the performance of their business partners. Our employees also use this database
to provide consulting services to our customers and develop new software and services. Customers use this
database to benchmark their performance against their local peer group through detailed analyses of
comprehensive industry data. Compiled over the past 15 years, this database contains approximately two billion
data points representing over 100 million automobile repair claims and over $200 billion in claims payments. We
update this database by incorporating approximately 150,000 additional repair estimates every week.

Parts Salvage Databases. Qur pans salvage databases contain data on approximately 125 million
automobile parts through a network of approximately 3,000 automotive recyclers. These databases are used by
our customers to quickly find locally available automobile parts and identify interchangeable parts across
different vehicles.

Qur Global Operations

We are active in more than 50 countries on six continents. We have organized our operations into two
regional operating segments, EMEA and Americas.

EMEA

Our EMEA operating segment accounted for approximately 62% of our revenues during fiscal year 2008.
EMEA comprises our activities in over 35 countries in Europe, the Middle East, Africa and Asia.

Americas

Our Americas operating segment accounted for approximately 38% of our revenues during fiscal year 2008.
Americas comprises our activities in over 15 countries int North, Central, and South America, as well as the
Caribbean.




Geographic Financial Information

The table below sets forth the revenues we derived from the following geographic areas during each of the
previous three fiscal years.

Fiscal Years Ended June 30,

2006
2008 2007 (Acquisition pro forma}
(in thousands)

United States . .. ......coii i e $147.875 $146,392 $146,373
TheNetherlands . ... ... . ... . . . 62,554 56,898 52,206
United Kingdom . ... i 57,819 50,814 40,371
GEImMAanY . ....... it e e 52,450 46,220 43,985
Other ... e e 219,155 171,636 147,295

The table below sets forth the long-lived assets we held in the following geographic areas at the end of each
of the previous three fiscal years.

Fiscal Years Ended June 30,

2008 2007 2006

(in thousands)
United SHaeS . . . ot e e $22.554 $26,2i4 $12901
The Netherlands .. ... ... i i et e 290 311 487
United Kingdom . ... ... . i e 8,681 8,149 3,949
L8130 97 11 ) 8,473 8.269 8,088

Other ... e 9,245 8,542 12,860

Key Competitive Strengths
Leading Global Provider

We are the leading global provider of software and services to the automobile insurance claims processing
industry. We are active in more than 50 countries across six continents. In most of our markets, we believe we
are either the largest or second-largest provider of automobile insurance claims processing software and services
based on total revenues. The large number of geographic regions in which we operate provides us with a strategic
advantage when expanding into new markets by enabling us to utilize our database and vehicle coverage already
present in adjacent or nearby markets. As insurance companies continue to expand their businesses globally, our
international leadership position should further position us as a single provider of automobile insurance claims
processing software and services to our international insurance company customers.

Significant Barriers to Entry

We believe that our proprietary databases pose barriers to entry due to the significant capital investment and
time that would be required to develop a similar set of integrated databases and customize them for use in local
markets. Our proprictary databases have been built over 35 years of developing, collecting, organizing and
managing automobile related information and data. We have invested over $200 million in the last ten years in
developing and maintaining our proprietary databases, and customizing them for use in local markets.

Long-Standing Relationships with Customers

We have long-standing relationships with many of the world’s largest automobile insurance companies, For
example, our relationships with our ten largest customers in Europe and North America date back, on average, 16
and 17 years, respectively. Our software and services are typically integrated into our customers’ systems,
operations and processes, often making it costly and time-consuming for our customers to switch to another
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provider. These long-standing relationships have also allowed us to better understand our customers’ needs and
further expand these relationships over time, both with additional software and by increasing our customer
support and training services. Additionally, several of our customers own minority interests in five of our local
operating subsidiaries. We have found these partnerships to be effective when entering new markets as they have
allowed us to collaborate more closely with our insurance company customers and rely on their local expertise to
introduce, customize and market our software and services quickly and efficiently.

History of Developing New Software and Services

Since our inception, we have consistently developed and marketed new software and services in order to
meet the needs of our customers. We work closely with our customers in order to determine the features and
functions that they may require in the future. We have developed and introduced new software and services to the
market through both internal development as well as through the acquisition and licensing of products and
technology owned by third parties. For example, we recently introduced an auditing tool that allows insurance
companies to identify repair estimates that should be further reviewed. We believe our focus on software
development and customization creates incremental revenue opportunities as we expand the number and
sophistication of the software and services that we offer.

Attractive Operating Model

We believe we have an attractive operating model due to the recurring nature of our revenues, the scalability
of our databases and software and the significant operating cash flow we generate.

Contract-Based Revenues. A substantial portion of our revenues is derived from customers who have been
under contract with us for several years. For fiscal year 2008, we generated over 95% of our revenues from
subscription-based contracts (where we charge a monthly fee), transaction-based contracts {where we charge a
fee per transaction), and subscription-based contracts with additional transaction-based fees (where we charge
both a monthly fee and a fee per transaction}, all of which generate recurring revenues from our customers.

Scalable Databases and Software. Our databases and software have been designed to accommodate
significant additional transaction- and subscription-based volumes with limited incremental costs. The ability to
generate additional revenues from increased subscription and transaction volumes without incurring substantial
incremental costs provides us with opportunities to improve our operating margins.

Significant Operating Cash Flow Generation. We believe we are able to generate significant operating cash
flows due to our operating margins and the relatively moderate working capital required to grow our business.
The operating cash flow we generate may be used to repay debt, finance acquisitions, expand geographicalty or
further invest in database and software innovation.

Business Strategy
Broaden the Scope of our Software and Services

We intend to further broaden the capabilities, features and functionality of our claims processing software,
as well as the breadth of our service offerings. We believe that expanding the breadth of our offerings will allow
us to retain and strengthen our relationships with our existing customers by helping them improve the efficiency
of their claims process. We also intend to develop new software and services for our insurance company
customers that can help them process claims in areas other than automobile insurance,

Expand Customer Base in Existing Markets

We seek 1o expand our customer base in existing markets by competing on the quality of our software and
services, our industry expertise, and our strong industry relationships. In some markets, such as North America
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and Western Europe, we intend to seek new customers by competing favorably on both price and service, as well
as by providing a complete suite of claims processing software and services that optimize each step of the claims
process. In other markets, such as Eastern Europe, Latin America, China and India, we intend to use the
combination of our local expertise with our global presence and comprehensive databases to serve new
automobile insurance companies and other customers who can use our software and services to reduce claims-
related costs and increase their operational efficiencies.

Expand into New Markets

As a result of recent growth in vehicle usage, regulatory and market developments, increasing penetration of
automobile insurance, and rising adoption of automated claims processing by insurance companies, we belicve
that new markets represent significant opportunities for future growth. We have a history of successfully entering
markets that previously had not used automated claims processing software and services. We intend to use this
expertise to further expand in markets where we have recently established operations, such as China and India,
and enter markets where we are not currently active,

Improve Operational Efficiencies

We seek to operate more efficiently, reduce costs and improve our operating margins. We intend to pursue
substantial operating margin improvements over the next two years. Major elements of this plan include
productivity and technological enhancements and reduction of overhead. We have identified and targeted several
operational initiatives that we plan to implement over the next year, including the elimination of database and
infrastructure redundancies productivity, and technology enhancements and reduction of overhead. If
implemented, we expect that these initiatives will improve our operating margins.

Pursue Strategic Acquisitions

We plan to supplement our organic growth by acquiring businesses or technologies that allow us to expand
our range of services, increase our customer base or enter new markets. When evaluating these opportunities, we
will consider characteristics such as recurring revenues, strong operating and financial performance, enhanced
products and services, long-standing customer relationships and strong management personnel,

Sales and Marketing

As of June 30, 2008, our sales and marketing staff included 224 fuli-time professionals. Our sales and
marketing personnel identify and target specific sales opportunities and manage customer relationships. They
also design and plan launch strategies for new software and services, and plan and facilitate customer
conferences and tradeshows. Our country managers are also involved in the sales and marketing process, though
they are not counted as full-time sales professionals.

Customer Support and Training

We beligve that providing high quality customer support and training services is critical to our success. As
of June 30, 2008, we had 355 full-time customer support and training personnel, who provide telephone support,
as well as on- and off-site implementation and training. Our customer support and training staff generally
consists of individuals with expertise in both our software and services and in the automobile insurance and/or
collision repair industries.

Software and Database Development

We devote significant resources to the continued development of our software and databases. We have
created sophisticated processes and tools to achieve high-quality software development and data accuracy. Our
ability to maintain and grow our leading position in the automobile insurance claims processing industry is
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dependent upon our ability to enhance and broaden the scope of our software and services, as well as continuing
to expand and improve our repair estimating, total loss, claims and parts salvage databases. We often collaborate
with our customers in the development process to focus on addressing their specific needs. We then incorporate
what we have learned from our customers’ workflow experiences and needs to deliver quality, workflow-oriented
software and services to the marketplace quickly. We believe these efforts provide a significant competitive
advantage in the development of new software and services.

As of June 30, 2008, our software development staff consisted of 421 full-time professionals across six
international software development centers. As of the same date, our database staff consisted of 331 full-time
professionals across five international database development centers.

Competition

We compete primarily on the functionality of our software, the integrity and breadth of our data, customer
service and price. The competitive dynamics of the global automobile insurance claims processing industry vary
by region, and our competitors are present in a subsel of markets in which we operate. In Europe, our largest
competitors include DAT, GmbH and EurotaxGlass’ Group, with whom we compete in multiple coontries. In
North America, our largest competitors include CCC Information Services Group Inc. in the U.S. and Mitchell
International In¢. in the U.S. and Canada. In April 2008, CCC Information Services Group Inc. and Mitchell
International Inc., announced they have signed an agreement to combine their companies. If their merger is
consummated, the combined company will have a significant market share in the U.S. market for automobile
insurance claims processing software and services.

Intellectual Property and Licenses

We enter into license agreements with our customers, granting each customer a license to use our software
and services while ensuring the protection of our ownership and the confidentiality of the embedded information
and technology contained in our software. As a general practice, employees, contractors and other parties with
access to our confidential information sign agreements that prohibit the unauthorized use or disclosure of our
proprietary rights, information and technology.

We own registered trademarks and service marks that we use in connection with our software and services,
including their advertising and marketing. For example, our trademark Aundatex is registered in over 50 countries.
In the U.S. and Canada, we market our collision damage estimating and total loss valuation software under the
registered trademarks Penpro, Shoplink and Autosource.

We license much of the data used in our software and services through short-term contracts with third
parties, including OEMs, aftermarket parts suppliers, data aggregators, automobile dealerships and vehicle repair
facilities, to whom we pay royalties.

Employees

As of June 30, 2008, we had 1,883 associates, including 986 employees in our EMEA operating segment,
876 employees in our Americas operating segment, and 21 employees in corporate roles. None of our employees
are subject to a collective bargaining agreement. We consider our relationships with our employees to be good.

Available Information

Our internet website address is www.solerainc.com. Our Annual Reports on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13 or 15(d) of the Exchange Act are available free of charge through our website as soon as reasonably
practicable after they are electronically filed with, or furnished to, the SEC. Our website and the information
contained or incorporated therein are not intended to be incorporated into this Annual Report on Form 10-K.
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ITEM 1A. RISK FACTORS

In addition to the cautionary statement regarding forward-looking statements included above in this Annual
Report on Form 10-K, we also provide the following cautionary discussion of risks and uncertainties relevant to
our business. These risks and uncertainties, as well as other factors that we may not be aware of, could cause our
actual results to differ materially from expected and historical results and could cause assumptions that underlie
our business plans, expectations and statements in this Annual Report on Form 10-K to be inaccurate.

We depend on a limited number of customers for a substantial portion of our revenues, and the loss of, or
a significant reduction in volume from, any of these customers would harm our financial results.

We derive a substantial portion of our revenues from sales to large insurance companies. [n fiscal year 2008,
we derived 14.6% of our revenues from our ten largest insurance company customers. The largest three of these
custorners accounted for 3.0%, 2.4% and |.5%, respectively, of our revenues during this period. A loss of one or
more of these customers would result in a significant decrease in our revenues, including the business generated
by collision repair facilities associated with those customers. In fiscal year 2007, we lost our principal shared
services contract, which accounted for approximately 1.2% of revenues. During fiscal year 2008, we were
notified by a U.S. insurance company customer that it will not renew its contract with us, and this customer has
initiated the transition of our services to another provider. This contract accounted for approximately 1.4% of
revenues in fiscal year 2008. Furthermore, many of our arrangements with European customers are terminable by
them on shert notice or at any time. In addition, disputes with customers may lead to delays in payments to us,
lerminations of agreements or litigation. Additional terminations or non-renewals of customer contracts or
reductions in business from our large customers would harm our business, financial condition and results of
operations.

Competitive pressures may require us to significantly lower our prices.

Pricing pressures have required us to significantly lower prices for some of our software and services in
several of our markets. We may be required to implement further price reductions in response to the following:

»  price reductions by competitors

*  the consolidation of property and casualty insurance companies
*  the introduction of competing software or services

= adecrease in the frequency of accidents

If we are required to accept lower prices for our software and services, it would result in decreased revenues
and harm our business. financial condition and results of operations.

Our industry is highly competitive, and our failure to compete effectively could result in a loss of
customers and market share, which could harm our revenues and operating results,

The markets for our automobile insurance claims processing software and services are highly competitive.
In the U.S., our principal competitors are CCC Information Services Group Inc. and Mitchell International Inc. In
Europe, our principal competitors are EurotaxGlass’s Group and DAT, GmbH. If one or more of our competitors
develop software or services that are superior to ours or are more effective in marketing its software or services,
our market share could decrease, reducing our revenues. In addition, if one or more of our competitors retain
existing or attract new customers for which we have developed new software or services, we may not realize
expected revenues from these new offerings, reducing our profitability.

Some of our current or future competitors may have or develop closer customer relationships, develop
stronger brands, have greater access to capital, lower cost structures and/or more attractive system design and
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operational capabilities than we have. Consolidation within our industry could result in the formation of
compeltitors with substantiaily greater financial, management or marketing resources than we have, and such
competitors could utilize their substantially greater resources and economies of scale in a manner that affects our
ability to compete in the relevant market or markets, For example, in April 2008, CCC Information Services
Group Inc. and Mitchell International Inc., our principal competitors in the U.S., announced they have signed an
agreement to combine their companies. If their merger is consummated, the combined company will have a
significant market share in the U.S. market. As a result of consolidation, our competitors may be able to adapt
more quickly to new technologies and customer needs, devote greater resources to promoting or selling their
products and services, initiate and withstand substantial price competition, expand into new markets, hire away
our key employees, change or limit access to key information and systems, take advantage of acquisition or other
strategic opportunities more readily and develop and expand their product and service offerings more quickly
than we can. In addition, our competitors may form sirategic or exclusive relationships with each other and with
other companies in attempts to compete more successfully against us, These relationships may increase our
competitors’ ability, relative to ours, to address customer needs with their software and service offerings, which
may enable them to rapidly increase their market share,

Moreover, many insurance companies have historically entered into agreements with automobile insurance
claims processing service providers like us and our competitors whereby the insurance company agrees o use
that provider on an exclusive or preferred basis for particular products and services and agrees to require
collision repair facilities, independent assessors and other vendors to use that provider. If our competitors are
more successful than we are at negotiating these exclusive or preferential arrangements, we may lose market
share even in markets where we retain other competitive advantages.

In addition, our insurance company customers have varying degrees of in-house development capabilities,
and one or more of them have expanded and may seek to further expand their capabilities in the areas in which
we operate, Many of our customers are larger and have greater financial and other resources than we do and
could commit significant resources to product development. Our software and services have been. and may in the
future be, replicated by our insurance company customers in-house, which could result in our loss of those
customers and their associated repair facilities, independent assessors and other vendors, resulting in decreased
revenues and net income,

The time and expense associated with switching from our competitors’ software and services to ours may
limit eur growth.

The costs for an insurance company to switch providers of claims processing software and services can be
significant and the process can sometimes take 12 to 18 months to complete, As a result, potential customers may
decide that it is not worth the time and expense to begin using our software and services, even if we offer
competitive and economic advantages. If we are unable to convince these customers to switch to our software
and services, our ability to increase market share will be limited, which could harm our revenues and operating
results.

Our industry is subject to rapid technolegical changes, and if we fail to keep pace with these changes, our
market share and revenues will decline.

QOur industry is characterized by rapidly changing technology, evolving industry standards and frequent
introductions of, and enhancements to, existing software and services, all with an underlying pressure to reduce
cost. Industry changes could render our offerings less attractive or obsolete, and we may be unable to make the
necessary adjustments to our offerings at a competitive cost, or at all. We also incur substantial expenses in
researching, developing, designing and marketing new software and services. The development or adaptation of
these new technologies may result in unanticipated expenditures and capital costs that would not be recovered in
the event that our new software or services are unsuccessful. The research, development, production and
marketing of new software and services are also subject to changing market requirements, as well as the
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satisfaction of applicable regulatory requirements and customers’ approval procedures and other factors, each of
which could prevent us from successfully marketing any new software and services or responding to competing
technologies. The success of new software in our industry atso often depends on the ability to be first to market,
and our failure to be first to market with any particular software project could limit our ability to recover the
development expenses associated with that project. If we cannot develop new technologies, software and services
or any of our existing software or services are rendered obsolete, our revenues and income could decline and we
may lose market share to our competitors, which would impact our future operations and financial results.

Changes in or violations by us or our customers of applicable government regulations could reduce
demand for or limit our ability to provide our software and services in those jurisdictions.

Our insurance company customers are subject to extensive government regulations, mainly at the state level
in the U.S. and at the country level in our non-U.S. markets. Some of these regulations relate directiy to our
software and services, including regulations governing the use of total loss and estimating software. If our
insurance company customers fail to comply with new or existing insurance regulations, including those
applicable 1o our software and services, they could lose their certifications to provide insurance and/or reduce
their usage of our software and services, either of which would reduce our revenues. Also. we are subject to
direct regulation in some markets, and our failure to comply with these regulations could significantly reduce our
revenues or subject us to government sanctions. In addition, future regulations could force us to implement costly
changes to our software and/for databases or have the effect of prohibiting or rendering less valuable one or more
of our offerings. Moreover, some states in the U.S. have changed their regulations to permit insurance companies
to use book valuations for total loss calculations, making our total loss software potentially less valuable to
insurance companies in those states. Some states have adopted total loss regulations, that, among other things,
require insurers use a methodology deemed acceptable to the respective government agency. We submit our
methodology to such agencies, and if they do not approve our methodology, we will not be able to perform total
loss valuations in their respective states. Other states are considering legislation that would limit the data that our
software can provide to our insurance company customers. In the event that demand for or our ability to provide
our software and services decreases in particular jurisdictions due to regulatory changes, our revenues and
margins may decrease.

In addition, the Belgian Competition Department notified us that it has chosen to continue to investigate a
complaint relating to estimates generated by our software of the costs to repair damaged vehicles originally
brought by a trade association representing collision repair facilities that was withdrawn by the trade association
in 2005. Pursuant to European Union competition laws, the Belgian Competition Department has asserted its
authority to conduct this investigation as it relates to the Western European region. The South African
Competition Commission is investigating a complaint brought by a trade association representing collision repair
facilities against the South African Insurance Association, as well as motor vehicle insurers and assessors,
relating to estimates generated by our software of the costs to repair damaged vehicles.

Our future operating results may be subject to volatility as a result of exposure to foreign currency
exchange risks.

We derive most of our revenues, and incur most of our costs, including a portion of our debt service costs, in
currencies other than the U.S. dollar, principally the Euro. Except for the certain derivative instruments described
in Note ¢ to the Notes to Consolidated Financial Statements included pursvant to Item 8 of this Annual Report on
Form 10-K, we currently do not hedge our exposure to foreign currency risks. In our historical financial
statements, we re-measure our local currency financial results into U.S. dollars based on average exchange rates
prevailing during a reporting period or the exchange rate at the end of that period. These re-measurements
resulted in foreign currency translation adjustments of $58.7 million in fiscal year 2008. Further fluctuations in
exchange rates against the U.S. dollar could decrease our revenues, increase our costs and expenses and therefore
harm our future operating results. We believe that extended periods of dotlar weakness are positive for operating
income and extended periods of dollar strength are negative, although the precise impact is difficult to assess.
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We have a large amount of goodwill and other intangible assets as a result of the April 2006 acquisition.
Our earnings will be harmed if we suffer an impairment of our goodwill or other intangible assets.

We have a large amount of goodwill and other intangible assets and are required to perform an annual
assessment for possible impairment for accounting purposes. At June 30, 2008 and 2007, we had goodwill and
other intangible assets of $976.3 million and $932.2 million, respectively. If we do not achieve our planned
operating results or other factors impair these assels, we may be required to incur a non-cash impairment charge.
Any impairment charges in the future will adversely affect our results of operations.

We may incur significant restructuring and severance charges in future periods, which would harm our
operating results and cash position or increase debt.

We incurred restructuring charges of $13.3 million in fiscal year 2008. These charges consist primarily of
termination benefits paid or to be paid to employees. As of June 30, 2008, our remaining obligation associated
with these restructuring charges and others from prior periods is $14.6 million. We regularly evaluate our
existing operations and capacity, and we expect to incur additional restructuring charges as a resuli of future
personnel reductions, related restructering and productivity and technology enhancements, which could exceed
the levels of our historical charges. We are currently evaluating further plans that, if all implemented, would
result in additional restructuring charges ranging from $5.0 to $10.0 million over the next 12 to 18 months. These
potential charges could harm our operating results and significantly reduce our cash position or increase debt. In
addition, we may incur certain unforeseen costs once these activities are implemented.

We have a history of net losses and may not maintain profitability in the future,

For fiscal years 2008, 2007 and 2006, we had net income (loss) of $0.6 million, ($80.9) million and
(518.9) million, respectively. As of June 30, 2008, we had an accumulated deficit of approximately $110.2
million, Fiscal year 2008 was our first year since the April 2006 acquisition for which we did not report a
significant loss. We will need to maintain or increase revenues and maintain or reduce expenses, which include
the amortization of the remaining $330.2 million of intangible assets that we had as of June 30, 2008 and interest
expense associated with our indebtedness, to improve or sustain our profitability. We cannol assure you thai we
will achieve a significant level of profitability. Future decreases in profitability could reduce or stock price, and
future net losses would reduce our stock price.

We have a very limited operating history as a stand-alone company, which may make it difficult to
evaluate our future operating results,

Prior to the April 2006 acquisition, our predecessor operated as a business unit of ADP. Our predecessor
relied on ADP during this period for many of its internal functions, including accounting, tax, payroll, technology
and administrative and operational support. We now perform these functions and services with internal resources
or through third-party service providers. If we are unable to effectively perform these services internally or
maintain substitute arrangements on terms that are favorable 1o us, our business, financial condition and results of
operations would be adversely affected.

In addition, the historical financial information of our predecessor included in this Annual Report on
Form 10-K may not reflect what our results of operations, financial position and cash flows would have been had
we operated as a separate stand-alone company without the shared resources of ADP for the periods presented
and are not necessarily indicative of our future results of operations, financial position and cash flows. For
example, ADP allocated expenses and other centralized operating costs 10 our predecessor for periods prior to the
Acquisition, and the allocated costs included in our predecessor’s historical financial statements could differ
from amounts that we would have incurred if we had operated on a stand-alone basis.




We require a significant amount of cash to service our indebtedness, which reduces the cash available to
finance our organic growth, make strategic acquisitions and enter into alliances and joint ventures.

We have a significant amount of indebtedness. As of June 30, 2008, our indebtedness, including current
maturities, was $630.9 million, and we would have been able to borrow an additional $50.0 million under our
amended and restated senior credit facility. During fiscal year 2008, our aggregate interest expense was
$45.7 million and the cash paid for interest was $44.9 million.

Our indebtedness could:
. make us more vulnerable to unfavorable economic conditions and a reduction in our revenues

+  make it more difficult to obtain additional financing in the future for working capital, capital
expenditures or other general corporate purposes

+  require us to dedicate or reserve a large portion of our cash flow from operations for making payments
on our indebtedness, which would prevent us from using it for other purposes, inctuding software
development

»  make us susceptible to fluctuations in market interest rates that affect the cost of our borrowings to the
extent that our variable rate debt is not covered by interest rate derivative agreements

»  make it more difficult to pursue strategic acquisitions, joint ventures, alliances and coltaborations

Our ability to service our indebtedness will depend on our future performance, which will be affected by
prevailing economic conditions and financial, business, regulatory and other factors. Some of these factors are
beyond our control. If we cannot generate sufficient cash flow from operations to service our indebtedness and to
meet our other obligations and commitments, we may be required to refinance our debt or to dispose of assets to
obtain funds for such purpose. We cannot assure you that debt refinancings or asset dispositions could be
completed on a timely basis or on satisfactory terms, if at all, or would be permitted by the terms of our debt
instruments.

Qur software and services rely on information generated by third parties and any interruption of our
access to such information could materially harm our operating results.

We believe that our success depends significantly on our ability to provide our customers access to data
from many different sources. For example, a substantial portion of the data used in our repair estimating software
is derived from parts and repair data provided by, among others, original equipment manufacturers, or OEMs,
aftermarket parts suppliers, data aggregators, automobile dealerships and vehicle repair facilities. We obtain
much of our data about vehicle parts and components and collision repair labor and costs through license
agreements with OEMs, automobile dealers, and other providers. EurotaxGlass’s Group, one of our primary
competitors in Europe, provides us with valuation and paint data for use in our European markets pursuant to a
similar arrangement, and Mitchell International, one of our primary competitors in the U.S., provides us with
vehicle glass data for use in our U.S. markets pursuant to a similar arrangement. Many of the license agreements
through which we obtain data are for terms of one year and/or may be terminated without cost to the provider on
short notice. If one or more of our licenses are terminated or if we are unable to renew one or more of these
licenses on favorable terms or at all, we may be unable to access alternative data sources that would provide
comparable information without incurring substantial additional costs. Recently, some OEM sources have |
indicated to us that they intend to materially increase the licensing costs for their data. While we do not believe !
that our access to most individual sources of data is material to our operations, prolonged industry-wide price
increases or reductions in data availability could make receiving certain data more difficult and could result in
significant cost increases, which would materially harm our operating results.

16




System failures, delays and other problems could harm our reputation and business, cause us to lose
customers and expose us to customer liability.

Our success depends on our ability to provide accurate, consistent and reliable services and information to
our customers on a timely basis. Our operations could be interrupted by any damage to or failure of:

*  our computer software or hardware or our customers’ or third-party service providers’ computer
software or hardware

*  our networks, our customers’ networks or our third-party service providers’ networks

*  our connections to and outsourced service arrangements with third parties, such as Acxiom, which
hosts data and applications for us and our customers

Our systems and operations are also vulnerable to damage or interruption from:

*  power loss or other telecommunications failures

*  earthquakes, fires, floods, hurricanes and other natural disasters

*  computer viruses or software defects

*  physical or electronic break-ins, sabotage, intentional acts of vandalism and similar events

*  errors by our employees or third-party service providers

As part of our ongoing process improvements efforts, we have and will continue to migrate product and
system platforms to next generation platforms, and the risks noted above will be exacerbated by our migration
efforts. Because many of our services play a mission-critical role for our customers, any damage to or failure of
the infrastructure we rely on, including those of our customers and vendors, could disrupt our ability to deliver
information to and provide services for our customers in a timely manner, which could result in the loss of
current and/or potential customers. In addition, we generally indemnify our customers to a limited extent for
damages they sustain related to the unavailability of, or errors in, the software and services we provide; therefore,
a significant interruption of, or errors in, our software and services could expose us to significant customer
liability.

Security breaches could result in lost revenues, litigation claims and/or harm to our reputation.

Our databases contain confidential data relating to our customers, policyholders and other industry
participants. Secunity breaches, particularly those involving connectivity to the Internet, and the trend toward
broad consumer and general public notification of such incidents, could significantly harm our business, financial
condition or results of operations. Qur databases could be vulnerable 10 physical system or network break-ins or
other inappropriate access, which could result in claims against us and/or harm our reputation. In addition,
potential competitors may obtain our data illegally and use it to provide services that are competitive to ours.

We are active in over 50 countries, where we are subject to country-specific risks that could adversely
impact our business and results of operations.

In fiscal year 2007 and 2008, we generated approximately 69% and 73% of our revenues outside the U.S.,
respectively, and we expect revenues from non-U.S. markets to continue to represent a majority of our total
revenues. Business and operations in individual countries are subject to changes in local government regulations
and policies, including those related to tariffs and trade barriers, investments, taxation, currency exchange
controls and repatriation of earnings. Qur results are also subject to the difficulties of coordinating our activities
across more than 50 different countries. Furthermore, our business strategy includes expansion of our operations
into new and developing markets, which will require even greater international coordination, expose us to
additional local government regulations and involve markets in which we do not have experience or established
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operations. In addition, our operations in each country are vulnerable to changes in socio-economic conditions
and monetary and fiscal policies, intellectual property protection disputes, the settlement of legal disputes
through foreign legal systems, the collection of receivables through foreign legal systems, exposure to possible
expropriation or other governmental actions, unsettled political conditions and possible terrorist attacks. These
and other factors may harm our operations in those countries and therefore our business and results of operations.

Our operating results may vary widely from period to period, which may cause our stock price to decline.

Our contracts with insurance companies generally require time-consuming authorization procedures by the
customer, which can result in additional delays between when we incur development costs and when we begin
generating revenues from those software or services offerings. Our quarterly and annual revenues and operating
results may fluctuate significantly in the future. In addition, we incur significant operating expenses while we are
researching and designing new software and related services, and we typicaily do not receive corresponding
payments in those same periods. As a result, the number of new software and services offerings that we are able
to implement, successfully or otherwise, can cause significant variations in our cash flow from operations, and
we may experience a decrease in our net income as we incur the expenses necessary to develop and design new
software and services, We also may experience variations in our earnings due to other factors beyond our control,
such as the introduction of new software or services by our competitors, customer acceptance of new software or
services, the volume of usage of our offerings by existing customers, variations of vehicle accident rates due to
factors such as changes in fuel prices and their impact on vehicle usage, and competitive conditions, or changes
in competitive conditions, in our industry generally. We may also incur significant or unanticipated expenses
when contracts expire, are terminated or are not renewed. Any of these events could harm our financial condition
and results of operations and cause our stock price to decline.

Future acquisitions and joint ventures or dispositions may require significant resources and/or result in
significant unanticipated losses, costs or liabilities.

We have grown in part, and in the future may continue to grow, by making acquisitions or entering into joint
ventures or similar arrangements. Acquisitions and joint ventures require significant investment and managerial
attention, which may be diverted from our other operations, and could entai! a number of additional risks,
including:

»  problems with effective integration of operations and/or management
* loss of key customers, suppliers or employees
»  increased operating costs

*  exposure to unanticipated liabilities

Furthermore, we participate in joint ventures in some countries. Our partners in these ventures may have
interests and goals that are inconsistent with or different from ours, which could result in the joint venture taking
actions that negatively impact our growth in the local market and consequently harm our business or financial
condition. If we are unable to find suitable partners or if suitable partners are unwilling to enter into joint
ventures with us, our growth into new geographic markets may slow, which would harm our results of
operations.

Additionally, we may finance future acquisitions and/or joint ventures with cash from operations, additional
indebtedness and/or the issuance of additional securities, any of which may impair the operation of our business
or present additional risks, such as reduced liquidity or increased interest expense. We may seek also to
restructure our business in the future by disposing of certain of our assets, which may harm our future operating
results, divert significant managerial attention from our operations and/or require us to accept non-cash
consideration, the market value of which may fluctuate.
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We may require additional capital in the future, which may not be available on favorable terms, or at all.

Our future capital requirements depend on many factors, including our ability to develop and market new
software and services and to generate revenues at levels sufficient to cover ongoing expenses. If we need to raise
additional capital, equity or debt financing may not be available at all or may be available only on terms that are
not favorable to us. In the case of equity financings, dilution to our stockholders could result, and in any case
such securities may have rights, preferences and privileges that are senior to our outstanding common stock. In
the case of debt financings, we may have to grant additional security interests in our assets to lenders and agree
to restrictive business and operating covenants. If we cannot obtain adequate capital on favorable terms or at all,
we may be unable to support future growth or operating requirements and, accordingly, our business, financial
condition and results of operations could be harmed.

Privacy concerns could require us to exclude data from our software and services, which may reduce the
value of our offerings to our customers, damage our reputation and deter current and potential users from
using our software and services.

In the European Union and other jurisdictions, there are significant restrictions on the use of personal data.
Violations of these laws would harm our business. In addition, concerns about our collection, use or sharing of
automobile insurance claims information or other privacy-related matters, even if unfounded, could damage our
reputation and operating results.

Our business depends on our brands, and if we are not able to maintain and enhance our brands, our
business and operating results could be harmed.

We believe that the brand identity that we have developed has significantly contributed to the success of our
business. We also believe that maintaining and enhancing our brands, such as Audatex, ABZ, Hollander,
Informex, Sidexa and IMS, are critical to the expansion of our software and services to new customers in both
existing and new markets. Maintaining and enhancing our brands may require us to make substantial investments
and these investments may not be successful. If we fail to promote and maintain our brands or if we incur
excessive expenses in this effort, our business, operating results and financial condition will be harmed. We
anticipate that, as our markets become increasingly competitive, maintaining and enhancing our brands may
become increasingly difficult and expensive. Maintaining and enhancing our brands will depend largely on our
ability to be a technology innovator and to continue to provide high quality software and services, which we may
not do successfully. To date, we have not engaged in extensive direct brand promotion activities, and we may not
successfully implement brand enhancement efforts in the future.

Third parties may claim that we are infringing upon their intellectual property rights, and we could be
prevented from selling our software or suffer significant litigation expense even if these claims have no
merit,

Our competitive position is driven in part by our intellectual property and other proprietary rights. Third
parties, however, may claim that software, products or technology, including claims data or other data, which we
obtain from other parties are infringing upen the intellectual property rights of others, and we may be unaware of
intellectual property rights of others that may cover some of our assets, technology, software or services. Any
litigation initiated against us regarding patents, trademarks, copyrights or other intellectual property rights, even
litigation relating to claims without merit, could be costly and time-consuming and could divert cur management
and key personnel from operating our business. In addition, if any third party has a meritorious or successful
claim that we are infringing upon its intellectual property rights, we may be forced to change our software or
enter into licensing arrangement with third parties, which may be costly or impractical. These claims may also
require us to stop selling our software and/or services as currently designed, which could harin our competitive
position. We also may be subject to significant damages or injunctions that prevent the further development and
sale of certain of our software or services and may result in a material loss in revenue,
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We may be unable to protect our intellectual property and property rights, either without incurring
significant costs or at all, which would harm our business.

We rely on a combination of trade secrets, copyrights, know-how, trademarks, patents, license agreements
and contractual provisions, as well as internal procedures, to establish and protect cur intellectual property rights.
The steps we have taken and will take to protect our intellectual property rights may not deter infringement,
duplication, misappropriation or violation of our intellectual property by third parties. In addition, any of the
inteilectual property we own or license from third parties may be challenged, invalidated, circumvented or
rendered unenforceable. Furthermore, the laws of some of the countries in which products similar to ours may be
developed may not protect our software and inteflectual property to the same extent as U.S, laws or at all. We
may be unable to protect our rights in trade secrets and unpatented proprietary technology in these countries. We
may also be unable to prevent the unauthorized disclosure or use of our technical knowledge or trade secrets by
consultants, vendors, former employees or current employees, despite the existence of nondisclosure and
confidentiality agreements and other contractual restrictions. If our trade secrets become known, we may lose our
competitive advantages. If we fail to protect our intellectual property, we may not receive any return on the
resources expended to create the intellectual property or generate any competitive advantage based on it.

Pursuing infringers of our intellectual property could result in significant litigation costs and diversion of
management resources, and any failure to pursue or successfully litigate claims against infringers could result in
competitors using our technology and offering similar products and services, potentially resulting in loss of
competitive advantage and decreased revenues. We are currently engaged in litigation in Canada against an
alleged infringer of certain of our copyrights.

Currently, we believe that one or more of our customers in our EMEA segment may be infringing our
intellectual property by making and distributing unauthorized copies of our software. Enforcement of these
intellectual property rights may be difficult and may require considerable resources.

We depend on a limited number of key personnel who would be difficult to replace. If we lose the services
of these individuals, or are unable to attract new talent, our business will be adversely affected.

We depend upon the ability and experience of our key personnel, who have substantial experience with our
operations, the rapidly changing automobile insurance claims processing industry and the markets in which we
offer our software and services. The loss of the services of one or more of our senior executives or key
employees, particularly our Chairman of the Board, Chief Executive Officer and President, Tony Aquila, could
harm our business and operations. Our success also depends on our ability to continue to attract, manage and
retain other qualified management, sales and technical personnel as we grow. We may not be abie to continue to
atiract or retain such personnei in the future.

Our amended and restated senior credit facility limits our ability to pay dividends, incur additional debt,
make acquisitions and make other investments.

Our amended and restated senior credit facility contains covenants that restrict our and our subsidiaries’
ability to make certain distributions with respect to our capital stock, prepay other debt, encumber our assets,
incur additional indebtedness, make capital expenditures above specified levels, engage in business combinations
or undertake various other corporate activities. These covenants may require us also to maintain certain specified
financial ratios, including those relating to total leverage and interest coverage.

Quir failure 1o comply with any of these covenants could result in the acceleration of our cutstanding
indebtedness. If acceleration occurs, we would not be able to repay our debt and it is unlikely that we would be
able to borrow sufficient additional funds to refinance our debt. Even if new financing is made available to us, it
may not be available on acceptable or reasonable terms. An acceleration of our indebtedness would impair our
ability to operate as a going concern. '
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Current or future litigation could have a material adverse impact on us.

We have been and continue 1o be involved in legal proceedings, claims and other nigation that arise in the
ordinary course of business. For example, we have been involved in disputes with collision repair facilities,
acting individually and as a group in some situations that claim that we have colluded with our insurance
company customers to depress the repair time estimates generated by our repair estimating software. In addition,
we are currently one of the defendants in a putative class action lawsuit alleging that we have colluded with our
insurance company customers to cause the estimates of vehicle fair market value generated by our total loss
estimation software to be unfairly low. Furthermore, we are also subject to assertions by our customers and
strategic partners that we have not complied with the terms of our agreements with them, some of which are the
subject of pending litigation and any of which could in the future lead to arbitration or litigation. While we do not
expect the outcome of any such pending or threatened litigation to have a material adverse effect on our financial
position, litigation is unpredictable and excessive verdicts, both in the form of monetary damages and injunction,
could occur. In the future, we could incur judgments or enter into settlements of claims that could harm our
financial position and results of operations.

If we are not able to maintain adequate compliance with the requirements of Section 404 of the Sarbanes-
Oxley Act, we may be subject to sanctions by regulatory authorities.

Section 404 of the Sarbanes-Oxley Act requires that we regularly evaluate and determine the effectiveness
of our internal control over financial reporting. If we have a material weakness in our internal control over
financial reporting, we may not detect errors on a timely basis and our financial statements may be materially
misstated. This report contains management’s evaluation of our internal controls over financial reporting and our
independent auditors attestation to our internal controls over financial reporting for fiscal year 2008. We will
continue 1o evaluate our internal controls sysiems 10 allow management to report on, and our independent
auditors to attest to, our internat controls. We will continue to perform the system and process evaluation and
testing (and any necessary remediation) required to comply with the management certification and auditor
attestation requirements of Section 404 of the Sarbanes-Oxley Act. If we are not able to comply with the
requirements of Section 404, we may be subject to sanctions or investigation by regulatory authorities, such as
the Securities and Exchange Commission, or SEC, or the New York Stock Exchange. or NYSE. Any such action
could adversely affect our financial results or investors’ confidence in us and could cause our stock price to fall,

Requirements associated with being a public company increase our costs significantly, as well as divert
significant company resources and management attention.

Prior to our initial public offering in May 2007, we were not subject to the reporting requirements of the
Securities Exchange Act of 1934, as amended, or the Exchange Act, or the other rules and regulations of the SEC
or any securities exchange relating to public companies. We continue to work with our legal, independent
accounting and financial advisors to identify those areas in which changes should be made to our financial and
management control systems to manage our growth and our obligations as a public company. These areas include
corporate governance, corporate control, internal audit, disclosure controls and procedures and financial
reporting and accounting systems. We have made, and will continue to make, changes in these and other areas.
However, the expenses that are required as a result of being a public company are and will likely continue to be
material. Compliance with the various reporting and other requirements applicable to public companies also
require considerable time and attention of management. Until we have more experience operating as a public
company, we may have difficulty predicting or estimating the amount of the additional costs we may incur, the
timing of such costs or the degree of impact that our management’s attention 1o these matters will have on our
business. In addition, the changes we make may not be sufficient to allow us to satisfy our obligations as a public
company on a {imely basis.

In addition, being a public company could make it more difficult or more costly for us to obtain certain
types of insurance, including directors” and officers’ liability insurance, and we may be forced 1o accept reduced
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policy limits and coverage or incur substantially higher costs to obtain the same or similar coverage. The impact
of these events could also make it more difficult for us to attract and retain qualified persons to serve on our
board of directors, cur board committees or as executive officers.

Our certificate of incorporation and by-laws contain provisions that could discourage another company
from acquiring us and may prevent attempts by our stockholders to replace or remove our current
management.

Some provisions of our certificate of incorporation and by-laws may have the effect of delaying,
discouraging or preventing a merger or acquisition that our stockholders may consider favorable, including
transactions in which stockholders may receive a premium for their shares. In addition, these provisions may
frustrate or prevent any attempts by our stockholders to replace or remove our current management by making it
more difficult for stockholders to replace or remove our board of directors. These provisions include:

»  authorization of the issuance of “blank check™ preferred stock without the need for action by
stockholders

«  the removal of directors only by the affirmative vote of the holders of two-thirds of the shares of our
capital stock entitled to vote

»  any vacancy on the board of directors, however occurring, including a vacancy resulting from an
enlargement of the board, may only be filled by vote of the directors then in office

s inability of stockholders to call special meetings of stockholders and limited ability of stockholders to
take action by written consent

»  advance notice requirements for board nominations and proposing matters to be acted on by
stockholders at stockholder meetings

We currently do not intend to pay dividends on our common stock, and as a result, your only opportunity
to achieve a return on your investment is if the price of our common stock appreciates.

We currently do not expect to declare or pay dividends on our common stock in the foreseeable future. In
addition, our amended and restated senior credit facility limits our ability to declare and pay cash dividends on
our common stock. As a result, your only opportunity to achieve a return on your investment in us will be if the
market price of our common stock appreciates and you sell your shares at a profit. We cannot assure you that the
market price for our common stock will ever exceed the price that you pay.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM2.  PROPERTIES

Our corporate headquarters are located in San Diego, California, where we lease approximately 31,000
square feet of space.

Our principal leased EMEA facilities are located in Zurich, Switzerland and Zeist, the Netherlands. In
addition to our corporate headquarters lease, our principal leased Americas facilities are located in San Ramon,
California; Ann Arbor, Michigan; Plymouth, Minnesota and Milwaukie, Oregon. We also lease a number of
other facilities across the regions where we operate. We own real estate in Minden, Germany, Brussels, Belgium
and Reading, United Kingdom.

We believe that our existing space is adequate for our current operations. We believe that suitable
replacement and additional space will be available in the future on commercially reasonable terms.
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ITEMJ3. LEGAL PROCEEDINGS

As a normal incident of the business in which we are engaged, various claims, charges and litigation are
asserted or commenced against us. We believe that final judgments, if any, which may be rendered against us in
current litigation, are adequately reserved for, covered by insurance or would not have a material adverse effect
on our financial position. We have from time to time been the subject of allegations that our repair estimating and
total loss software and services produced results that favored our insurance company customers. We are also
subject to assertions by our customers and strategic partners that we have not complied with the terms of our
agreements with them, some of which are the subject of pending litigation. In addition, we are currently one of
the defendants in a putative class action lawsuit alteging that we have colluded with our insurance company
customers to cause the estimates of vehicle fair market value generated by our total loss estimation products to be
unfairly low. We have been named as a third party defendant in a lawsuit by a major insurance company against
a Preferred Provider Organization (“PPQ”), which was a former customer of our predecessor’s medical claims
software products. The PPO has claimed that our predecessor’s failure to properly update its database led or may
have led to errors that caused the insurance company to discount their charges, resulting in numerous claims
against the insurance company. We intend to vigorously defend ourselves against these claims.

ITEM4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our security holders during the fourth quarter of fiscal year 2008,
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PARTII

ITEMS. MARKET FOR REGISTRANT?’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock has been traded on The New York Stock Exchange since May 16, 2007 under the
symbol “SLH”. Prior to that time, there was no public market for our common stock. The following table sets
forth the high and low sales prices for our common stock as reported on the New York Stock Exchange for the
periods indicated.

Fiscal Year 2007 High ~__ Low
Fourth QUarter ... ..o $19.38 51541
Fiscal Year 2008 _Migh Low
First QUAMI T . . ...ttt $21.23  $17.19
Second QUAITET . . ...ttt ittt e e $2545 351841
Third QUANTEE . . .ottt et e ettt ettt e e e e $25.69  $21.33
FOUrh QUArTEr . ..ottt et 3$28.28 $24.16

Holders of Record and Dividends

As of August 27, 2008, there were approximately 37 holders of record of our common stock. We have not
paid any cash dividends to date and do not anticipate any being paid in the foreseeable future.

Unregistered Sales of Equity Securities

None.
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Performance Graph

The following graph compares our cumulative total stockholder return on the Company’s stock with the
cumulative total returns of the Russell 2000 Index and an aggregate of peer issuers in the information services
industry. The peer issuers used for this graph are The Thomson Corporation, Equifax Inc., The Dun & Bradstreet
Corporation, FactSet Research Systems Inc., Fair Isaac Corporation, DealerTrack Holdings, Inc. and CoStar
Group, Inc. Each peer issuer was weighted according to its respective capitalization on May 11, 2007, the date
our common stock began trading on the New York Stock Exchange.

The graph assumes that the value of the investment in our common stock and each index was $100 on
May 11, 2007.

60.0% A
50.0% A
40.0%
g 30.0% A
E 20.0%
: 10.0% -
e 0.0%
«10.0%
-20.0%
-30.0% + v r v T v T T
May-2007 Jul-2007 Sep-2007 Nov-2007 Jan-2008 Feb-2008 Apr-2008 Jun-2008
Daily from 11-May-2007 to 30-Jun-2008
Solera —& —Information Services Peers = = = Russell 2000
Cumaulative Total Return
Solera  Russell 2000  Information Service
Holdings, Inc. Index Peers
May 11,2007 .. ... e $100.00 $100.00 $100.00
June 29, 2007 .. ... e $105.33 $100.68 $103.89
June 30,2008 . ... ... .. e $150.33 $ 84.3% 3 81.42

The information in the graph and table above is not “soliciting material,” is not deemed “filed” with the
Securities and Exchange Commission and is not to be incorporated by reference in any of our filings under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before
or after the date of this annual report, except to the extent that we specifically incorporate such information by
reference.

Issuer Purchases of Equity Securities

None.

25




ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected historical financial information regarding our business and should be
read in conjunction with Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and our consolidated financial statements and the related notes included elsewhere in this Annual
Report on Form 10-K.

The selected historical consolidated financial data as of and for the fiscal years ended June 30, 2008 and
2007 are derived from the audited consolidated financial statements of Solera Holdings, Inc. that are included
elsewhere in this Annual Report on Form 10-K. The historical combined balance sheet data as of June 30, 2004
and 2005 and the combined statements of operations and cash flows data for fiscal 2004 and 2003 and the period
from July 1, 2005 through April 13, 2006 are derived from the audited combined financial statements of the
Claims Services Group, which are not included in this Annual Report on Form 10-K. The statement of operations
data for fiscal year 2006 include the results of operations for our predecessor from July 1, 2005 to April 13, 2006
and the results of operations for Solera Holdings, LLC from April 14, 2006 to June 30, 2006. Financial
information presented reflects adjustment of assets and liabilities to the fair value at the date of the April 2006
acquisition, which is used as the basis for amounts included in our results of operations from April 14, 2006 until
June 30, 2006.

Solera Holdings, Inc. Claims Services Group (1)
Fiscal Years Ended . Fiscal Years Ended
TJune 30, April 14 to  July 1, 2005 June 30,

June 30 to April 13,
2008 2007 2006 (2) 2006 2005 2004

(in thousands, except per share data})

Statement of Operations Data:

ReVEnUES ... ..occvnineenieninnnnnn $539,853 $471,960 $ 95,084 $335,146 $412,355 $361,179
Cost of revenues:
Operating eXpenses ................ 131,715 138,345 20.013 101,995 117,361 107,590
Systems development and programming
COSES v v eninr i iuanr s 66,666 65,041 15,080 52,306 62,690 57,465
Total cost of revenues (excluding
depreciation and amortization) ......... 198,381 203,386 44,093 154,301 180,051 165,055
Selling, general and administrative
EXPEISES « oo v vt v vn s vm i 154,532 134,545 27,105 87,033 112480 94,757
Depreciation and amortization . ........... 95,266 104,419 23,571 28,894 34335 28,754
Restructuring charges (benefit) ........... 13,286 6,049 2,871 {468) 5512 1,740
Impairment charges ................. ... — — — — — 4,214
IRtErest EXPense . ... .veveeoeeereaanans 45,730 69.681 14.842 318 334 271
Other (income) expense, net . ............ (9,518) 31,509 1,836 (3,069) (4,065) (1,323)

Earnings (loss) from continuing operations
before income tax provision (benefit) and

minority interests . ............... ..., 42,176  (77.629) (19,234) 68,137 83,708 67,711
Income tax provision (benefi) ............ 34,335 (773) (1,268) 23,688 24,030 22,124
Minority interests in net income of

consolidated subsidiaries .............. 7.243 4.050 921 3,468 1,909 1,229
Earnings (loss) from continuing

OPErations . .........ooiiaiia e 508 (R0,906) (18,887) 40,981 57,769 44358
Loss {income) from discontinued

Operations . ........ ..l — — — — 128 (3,816)
Netincome (loss) . .....coovvv e nn. 598  (80,906) (18.887) 40,981 57,641 48,174

Less: Dividends and redeemable preferred unit

FiYaTa) =8 o) | AR — 14,614 88,789 — — —
Net income (loss) allocable to common

stockholdersfunitholders .................. $ 598 $(95,520) $(107,676) $ 40981 $ 57,641 § 48,174




Sotera Holdings, Inc. Claims Services Group (1)
Flscal‘lzﬁi?ﬂ?nded APE:: r: : :;3 '{?ﬁ ;;1101035' FlscalJ z:a;rssol:lnded
2008 2007 2006 (2) 2006 2005 2004
(in thousands, except per share data)
Basic net income (loss) per common
sharefunit . ....... .. ... .. .. . ... ..., 3 001 § 282) % (6.34)
Diluted net income (loss) per common
share/unit (3) ...t $ 001 % 282 % (6.34)
Weighted average common shares/units
outstanding (3):
Basic ......... ... .. . il 63,500 33,865 16,978
Diluted ..., 64,737 33,865 16,978
Other Financial Data:
Capital expenditures ............... $ 18821 § 27,230 § 4112 % 9671 $ 7,659 $ 15980
Cash flows provided by (used in):
Operating activities . ........... 117,402 46,078 45,356 51,325 106,840 74,017
Investing activities ............ (19,135) @1,507)  (936,471) (18,464) (62,975) (141,228)
Financing activities . ........... (51,346) (6,356) 977,954  (82,787y (33,36%) 96.199
Balance Sheet Data (as of end of period):
Cash and cash equivalents .............. $ 149311 § 189,868 § 88,82 $121,313 §$ 107,824
Totalassets ......................... 1,331,755 1,223,953 1,253,005 608,065 556,769
Long-term debt, net of current portion . . ... 624,570 399,128 831,628 — —-—
Total group/unitholders’/stockholders’
equity (deficit) ........... ... ... ... 466,308 401,274 (12,403) 399282 376,386

(1} The Claims Services Group was owned by ADP until subsidiaries of Solera Holdings, LLC acquired it on
April 13, 2006.

(2) The statement of operations data for fiscal year 2006 include the results of operations for our predecessor from
July 1, 2005 to April 13, 2006 and the results of operations for Solera Holdings, LLC from April 14, 2006 1o
June 30, 2006. Financial information presented reflects adjustment of assets and liabilities to the fair value at the
date of the April 2006 acquisition, which is used as the basis for amounts included in our results of operations
from April 14, 2006 uniil June 30, 2006. Prior to the acquisition, Solera Holdings, LLC’s operations consisted
primarily of developing our business plan, recruiting personnel, providing consulting services, raising capital and
identifying and evaluating operating assets for acquisition.

(3) All unit and per unit amounts give effect to a one-for-three reverse split of our common units, which was
completed on April 30, 2007.
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ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations in
conjunction with our consolidated financial statements and the notes to those statements included elsewhere in
this Annual Report on Form 10-K.

All percentage amounts and ratios were calculated using the underlying data in thousands. Operating results
for the fiscal years 2008, 2007 and 2006 are not necessarily indicative of the results that may be expected for any
future period.

Overview of the Business

We are the leading global provider of software and services to the automobile insurance claims processing
industry. Our customers include more than 900 automobile insurance companies, including each of the ten
largest automobile insurance companies in Europe and at least nine of the ten largest automaobile insurance
companies in North America. We also provide our software and services to over 33,000 collision repair facilities,
7,000 independent assessors and 3,000 automotive recyclers. Our software and services help our customers:
estimate the costs to repair damaged vehicles; determine pre-collision fair market values for vehicles damaged
beyond repair; automate steps of the claims process; outsource steps of the claims process that insurance
companies have historically performed internally; and improve their ability to monitor and manage their
businesses through data reporting and analysis. We are active in over 50 countries and derive most of our
revenues from our estimating and workflow software.

Company History

Solera Holdings, LLC was formed in March 2005. In April 2006, subsidiaries of Solera Holdings, LLC
acquired the Claims Services Group (“CSG"), a business unit of Automatic Data Processing (“ADP”), for
approximately $1.0 billion (the “Acquisition”). Prior to the Acquisition, Solera Holdings, LLC’s operations
consisted primarily of developing our business plan, recruiting personnel, providing consulting services, raising
capital and identifying and evaluating operating assets for acquisition.

We accounted for the April 2006 acquisition using the purchase method of accounting. We allocated the
aggregate acquisition consideration to the tangible and intangible assets acquired and liabilities assumed based on
their respective fair values as of the date of the Acquisition, which resulted in an increase in the accounting bases
of some of our assets.

Prior to the April 2006 acquisition, our business was operated as CSG, a business unit of ADP. As a result,
the combined financial information of CSG, which is included in this Annual Report on Form 10-K, is presented
on a carve-out basis and reflects the assets, liabilities, revenues and expenses that were attributed or allocated to
it as a business unit of ADP. The historical financial results in the combined financial statements may not be
indicative of the results that would have been achieved had we operated as a stand-alone entity. These combined
financial statements include costs for facilities, functions and services used by CSG at ADP sites that it shared
with other ADP business units and costs for certain functions and services performed by centralized ADP
organizations and directly charged to CSG based on usage. The combined statements of earnings for CSG
inctude allocations of certain expenses of ADP, including general corporate overhead, insurance, stock
compensation and pension plans, royalty fees, facilities and other expenses. These allocations were based on a
variety of factors.

In May 2007, in connection with our initial public offering, we converted from a limited liability company
into a Delaware corporation, and all of the Class A Common Units and Class B Preferred Units of Solera
Holdings, LLC were converted into shares of our common stock.

28




Segments

We operate our business using two reportable segments: EMEA and Americas. Our EMEA segment consists
of our operations in Europe, the Middle East, Africa and Asia. Our Americas segment consists of our operations
in North, Central and South America. We do not allocate certain costs to reportable segments. These costs are
managed at the corporate level and include costs related to financing activities of the Company.

The table below sets forth our revenues by regional operating segment and as a percentage of our total
revenues for the periods indicated. )

Fiscal Years Ended June 30,

2006
(Acquisition pro
2008 2007 forma)
EMEA . ... .. $334.2 61.9% $280.1 543% $243.3 56.6%
AMETICas ..ottt e e 205.7 38.1 191.9 40.7 186.9 434
Total ... £5399 100.0% %4720 100.0% $4302 100.0%

Set forth below is our percentage of revenues for the periods presented from each of our principal customer
categories:

Fiscal Years Ended June 30,
2006
{Acquisition pro
2008 2007 forma)
Insurance COMPARIES . ... .. v nrn s $220.0 40.8% $207.6 44.0% $192.7 44.8%
Collision repair facilities . ...................... 204.2 37.8 162.2 344 142.6 331
Independent assessors . .............. .. ... ..., 57.3 10.6 449 9.5 40.3 94
Automotive recyclersandothers .. ...... ... ..... 584 10.8 573 12.1 54.6 12.7
Total ... e e e $539.9  100.0% $472.0 100.0% $430.2 100.0%

For fiscal year 2008, the United States, the Netherlands and the United Kingdom were the only countries
that individually represented more than 10% of total revenues.

The accounting policies for each of our segments are the same. We evaluate the operating performance of
our segments based primarily upon their respective revenues and earnings before interest, taxes, depreciation and
amortization (“"EBITDA™). For the most part, we do not evaluate our costs and expenses on a per segment basis.

Components of Revenues and Expenses
Revenues

We generate revenues from the sale of software and services to our customers pursuant to negotiated
contracts or pricing agreements. Pricing for our software and services is set forth in these agreements and
negotiated with each customer. We generally bill our customers monthly under one or more of the following
bases:

*  price per transaction

*  fixed monthly amount for a prescribed number of transactions
*  fixed monthly subscription rate

*  price per set of services rendered

*  price per system delivered
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Qur software and services are often sold as packages, without individual pricing for each component. Our
revenues are reflected net of customer sales allowances, which we estimate based on both our examination of a
subset of customer accounts and historical experience.

Elsewhere in this Annual Report on Form 10-K, solely for ease of understanding, we have grouped our
software and services into five general categories: estimating and workflow software, sulvage and recycling
software, business intelligence and consulting services, shared services and other. See “Business—OQur Software
and Services.” Our core offering is our estimating and workflow software, which is used by our insurance
company, collision repair facility and independent assessor customers and which we believe represents the
majority of our revenues. We believe that our salvage and recycling software, business intelligence and
consulting services, shared services and other offerings represent in the aggregate a smaller portion of our
revenues. We currently derive an insubstantial portion of our revenues from our shared services offerings. We
believe that our estimating and workflow software will continue to represent a majority of our revenue for the
foreseeable future.

Cost of Revenues (excluding depreciation and amortization)

Our costs and expenses applicable to revenues represent the total of operating expenses and systems
development and programming costs, which are discussed below.

Operating Expenses

Our operating expenses include compensation and benefit costs for our operations, database development
and customer service personnel; other costs related to operations, database development and customer support
functions; third-party data and royalty costs; and costs related to computer software and hardware used in the
delivery of our software and services.

Systems Development and Programming Costs

Systems development and programming costs include compensation and benefit costs for our product
development and product management personnel, other costs related to our product development and product
management functions and costs related to external software consultants involved in systems development and
programming activities.

Selling, General and Administrative Expenses

Our selling, general and administrative expenses include: compensation and benefit costs for our sales,
marketing, administration and corporate personnel; costs related to our facilities; and professional and legal fees.

Depreciation and Amortization

Depreciation includes depreciation attributable to buildings, leasehold improvements, data processing and
computer equipment, furniture and fixtures. Amortization includes amortization attributable to software
purchases and software developed or obtained for internal use and our intangible assets, the majority of which
were acquired in the Apri] 2006 acquisition.

Interest Expense

Interest expense consists primarily of payments of interest on our credit facilities and amortization of related
debt issuance costs.

Other (Income) Expense-Net

Other (income) expense-net consists of foreign exchange gains and losses on notes receivable and notes
payable to affiliates, interest income, as well as other miscellaneous income and expense.
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Minority Interests in Net Income of Consolidated Subsidiaries

Several of our customers own minority interests in our local operating subsidiaries. Minority interests in net
income of consolidated subsidiaries reflect such customers’ proportionate interest in the earnings of such
operating subsidiaries.

Income Tax Provision (Benefit)

Prior to our corporate reorganization in May 2007, we were a limited liability company and, therefore, we
were not subject to entity-level federal income taxation. However, even as a limited liability company, we
incurred income taxes on cur operations as they were held by taxable entities in the U.S. and in foreign
jurisdictions. Historical financial statements for our predecessor, which was a C corporation for federal income
tax purposes, are based on corporate tax rates for the periods presented. Prior to our corporitte reorganization, our
income taxes were payable by our equity holders at rates applicable to them. Following our conversion to a C
corporation, transactions recorded by us are subject to federal income taxation for which we do not expect a
significant impact to our overall income tax liability. Income taxes have been provided for all items included in
the statements of income (loss) included herein, regardless of when such items were reported for tax purposes or
when the taxes were actually paid or refunded.

As part of the April 2006 acquisition, a portion of the purchase price was allocated to intangible assets and
goodwill. For most jurisdictions in which we operate, the amortization charges and impairment charges will not
be deductible for income tax purposes. The net deferred tax liability as shown on our balance sheet is primarily
the result of the difference between book and tax basis of the acquired intangible assets.

Factors Affecting Our Operating Results

Overview, The automobile insurance claims processing industry is influenced by growth and trends in the
automobile insurance industry. Demand for our software and services is generally related to automobile usage
and the penetration of automobile insurance in our markets. A large portion of our operating costs are fixed and
we generate a large percentage of our revenues from periodic- and transaction-based fees related 1o software and
ongoing claims processing services.

Our operating results are and will be influenced by a variety of factors, including:

= gain and loss of customers

*  competitive and pricing pressures

*  expansions into new markets, which requires us to incur costs prior to generating revenues

= expenses to develop new software or services

»  restructuring charges related to efficiency initiatives

. the April 2006 acquisition, including the debt we incurred

*  our corporate reorganization and the refinancing transactions

Foreign currency. During fiscal years 2008 and 2007 we generated approximately 73% and 69% of our
revenues, respectively, and incurred a majority of our costs, in currencies other than the U.S. dollar, primarily the
Euro. We currently do not hedge our exposure to foreign currency risks except for the foreign exchange option
noted below. In our historical financial statements, we re-measure our local currency financial results in U.S.
dollars based on average exchange rates prevailing during a reporting period or the exchange rate at the end of
that period. These re-measurements resulted in foreign currency translation adjustments of $58.7 million, $4.8
million, and $3.8 million in fiscal years 2008, 2007 and 2006, respectively, recorded as a component of
Accumulated other comprehensive income in stockholders' equity. Foreign currency (losses) gains flowing

through our consolidated statements of operations in fiscal years 2008, 2007, and 2006 were $4.8 million, (30.1)
million, and $0.6 million, respectively.
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In February 2006, we entered into a foreign exchange option that gave us the right to call $200.0 million in
U.S. dollars at a strike price of €1.1646 per U.S. dollar at any time up to February §, 2011. We paid
approximately $7.9 million for this option. The fair value of this option was approximately $1.8 million as of
June 30, 2008 and $1.0 million as of June 30, 2007, and has been recorded in other assets in our consolidated
balance sheet. Increases (decreases) in fair value of approximately $0.8 million, ($3.0) million, and ($3.9) million
were recognized in other expense (income) in the statement of operations during fiscal years 2008, 2007, and
2006, respectively.

Non-cash charges. In fiscal years 2006 and 2007, we granted the right to purchase Class A common units to
certain employees. Under these and other arrangements, we issued an aggregate of 625,429 Class A common
units to 20 of our employees for $0.2 million in January 2007 and an aggregate of 50,000 Class A common units
to two of our employees for $15,000 in February 2007. in May 2007, we issued restricted stock units covering an
aggregate of 304,730 shares to certain of our employees. In fiscal year 2008 we issued restricted stock units
covering an aggregate of 204,726 shares to cetain of our employees. For all restricted stock units outstanding as
of June 30, 2008 we expect the remaining pre-tax, non-cash charge to be approximately $7.4 million, expensed
ratably over vesting periods of up to 60 months. In fiscal year 2007, we incurred an additional pre-tax, non-cash
charge of approximately $35.7 million on the early extinguishment of debt associated with the completion of our
initial public offering and the refinancing of debt. This relates primarily to the write-off of unamortized debt
issuance costs and a prepayment premium on our second lien credit facility and our subordinated unsecured
credit facility.

Restructuring charges. We have incurred restructuring charges (or reversal) in each period presented and
also expect to incur additional restructuring charges, primarily relating to severance costs, over the next several
quarters as we work to improve efficiencies in our business. We are currently evaluating several plans that would
eliminate redundant personnel activities in each of our segments, as well as reduce our need for certain facilities.
If all of these plans were to be executed upon, we would expect to incur restructuring charges ranging from $5.0
to $10.0 million over the next 12 to |8 months. These potential charges, consisting primarily of termination
benefits, will reduce our cash balances. The resulting benefit of these restructuring plans, if implemented, is not
determinable at this time. We do not expect reduced revenues or an increase in other expenses as a result of any
of these restructuring plans.

Critical Accounting Policies and Estimates

The accompanying consolidated financial statements of Solera Holdings, Inc. have been prepared in
accordance with generally accepted accounting principles. The preparation of these financial statements requires
us to make estimates and judgments that affect the amounts reported in those financial statements. On an ongoing
basis, we evaluate estimates. We base our estimates on historical experiences and assumptions which we believe
to be reasonable under the circumstances. Those estimates form the basis for our judgments that affect the
amounts reported in the financial statements. Actual results could differ from our estimates under different
assumptions or conditions, Our significant accounting policies, which may be affected by our estimates and
assumptions, are more fully described in Note 2 to the consolidated financial statements of Solera Holdings, Inc.
and the accompanying consolidated financial statements.

Goodwill and other intangible assets. We account for goodwill and other intangible assets in accordance
with Statement of Financial Accounting Standards, or SFAS, No. 142, Goedwill and Other Intangible Assets,
which states that goodwill and intangible assets with indefinite useful lives should not be amortized, but instead
be tested for impairment at least annually at the reporting unit level. If an impairment exists, a write-down to fair
value (normally measured by discounting estimated future cash fiows) is recorded. Intangible assets with finite
lives are amortized over their estimated useful lives based on expected revenues to be generated from the use of
such assets and are reviewed for impairment in accordance with SFAS No. 144, Accounting for the Impairment
or Disposal of Long-Lived Assets. As of June 30, 2008 and 2007, we had goodwill of $646.1 million and $569.2
million, respectively, and intangible assets of $330.2 mitlion and $363.0 million, respectively.
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Revenue recognition. We consider the guidance in Staff Accoenting Bulletin Topic No.13, Revenue
Recognition, or SAB No.104, American Institute of Certified Public Accountants, or AICPA, Statement of
Position No. 97-2, Sofiware Revenue Recognition, as amended, or SOP No. 97-2, SFAS No. 13, Accounting for
Leases, Emerging Issues Task Force, or EITF, Issue No. 00-03, Application of AICPA Statement of Position 97-2
to Arrangements That Include the Right to Use Software Stored on Another Entity’s Hardware, and Emerging
Issues Task Force Issue No. 00-21, Revenue Arrangements with Multiple Deliverables, or EITF No. 00-21, in
accounting for our revenue arrangements. Revenues are recognized only after services are provided, when
persuasive evidence of an arrangement exists, the fee is fixed and determinable, and when collectibility is
reasonably assured. Our multiple element arrangements primarily include a combination of sofiware licenses,
hosted database and other services, installation and set-up services, hardware, maintenance services and
transaction-based deliverables.

We generate a significant majority of our revenue from subscription-based contracts (where a monthly fee is
charged), transaction-based contracts (where a fee per transaction is charged) and subscription-based contracts
with additional transaction-based fees (where a monthly fee and a fee per transaction are charged).

Subscription-based and transaction-based contracts generally include the delivery of software, access to
software through a hosted service, or hosted database, upfront fees for the implementation and set-up activities
necessary for the client to use/access the software, or implementation services, and maintenance. Under a
subscription arrangement, delivery of software, access to the hosted database and maintenance are considered a
single element or a combined unit of accounting, and related revenues are recognized at the end of each month
upon the completion of the monthly service. Revenues under transaction-based contracts are recognized based on
the guidance in AICPA Technical Practice Aid No. 5100.76, Fair value in multiple-element arrangements that
include contingent usage based fees and sofrware revenue recognition, or TPA No. 5100.76. The transaction-
based fee represents payment for the right 1o use the software, access to the hosted database and maintenance.
The fee is considered fixed and determinable only at the time actual usage occurs. Revenue is recognized based
on actual usage. Implementation services are considered a separate element or unit of accounting and the related
revenue recognition is described below.

Subseription-based contracts with additional fees for centain types of transactions generally include all
deliverables discussed in the above paragraph and also include an additional element, which is the option to
access specialized queries on the hosted database. Revenue under subscription-based contracts with additional
fees for certain types of transactions is accounted for based on the guidance in TPA 5100.76. Under these
arrangements, the delivery of software, access to software through the hosted database, and maintenance are
considered a combined unit of accounting and the related fee is recognized at the end of each month upon the
completion of the monthly service. The transaction-based fee is recognized at the time of actual usage.
Implementation services are considered a separate element or unit of accounting and the related revenue
recognition is described below.

When we are required to perform setup and implementation activities necessary for the client to receive
services and/or software, up-front fees billed during the setup/implementation phase are deferred and amortized
on a straight-line basis over the estimated customer life. The upfront fees represent fair value of the
implementation services based on vendor specific objective evidence, or VSOE. The amortization of this
deferred revenue will commence upon the start of the monthly service. Setup costs that are direct and incremental
to the contract are capitalized and amortized on a straight-line basis over the estimated customer life,

In a limited number of revenue arrangements described above, we also provide generic computer equipment
as part of the sales arrangement. Based on guidance in EITF Issue No. 03-5, Applicability of AICPA Statement of
Position No.97-2, “Software Revenue Recognition”, to Non-Software Deliverables in an Arrangement
Containing More-than-Incidental Sofrware, the generic computer equipment is considered a non-sofiware
deliverable since our software is not essential to the functionality of the generic computer equipment. Based on
guidance in EITF No. 01-8, Determining Whether an Arrangement Contains a Lease, EITF No. 00-21, Revenue
Arrangements with Multiple Deliverables, and SFAS No. 13, Accounting for Leases, or SFAS No. 13, we
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account for the sale of generic equipment as a direct finance lease. The related revenue is recognized over the
term of the contract using the effective interest rate method. We allocate revenue to SFAS No. 13 elements
(equipment leases) and the non-SFAS No.13 elements of its arrangements on a relative fair value basis using our
best estimate of the fair value of the elements. Revenue from leased computer equipment represents
approximately 1% of our consolidated revenue.

Revenues are reflected net of customer sales allowances, which are based on both specific identification of
certain accounts and a predetermined percentage of revenue based on historical experience.

Stock-Based Compensation. Effective July 1, 2006, we adopted SFAS No. 123 (revised 2004), Share-Based
Payment, or SFAS No. 123(R), which requires the measurement and recognition of compensation expense for all
stock-based payment awards made to employees and directors, including employee stock options and share
awards, based on estimated fair values recognized over the requisite service period. Prior to adoption of
SFAS No. 123(R), pursuant to SFAS No. 123 Accounting for Stock-Based Compensation, we accounted for
employee share awards under Accounting Principles Board, or APB, No. 25, Accounting for Stock Issued to
Employees, or APB No. 25, and followed the Disclosure—Qnly Provisions of SFAS No. 123.

We made the following grants of, or granted the following rights to purchase, common units/shares or
restricted common units/shares from January 1, 2006 to June 30, 2008:

Intrinsic Intrinsic
Number of  Purchase Was fair value  value per unit  value per unit
restricted  price per Fair value determined in a {based on  (based on the
common common  per common  contemporaneous fair value and initial public
M shares/units  share/unit share/unit valuation? purchase price) offering price)
Pre—IPO
April 13,2006 ........... 1,230,942 $0.30 $ 294 Yes $ 2.64 $15.70
July 25,2006 ............ 1,097,846  $0.30 $ 294 No $ 2.64 $15.70
November 8,2006 ........ 31,667  $0.30 $12.36 Yes $12.06 $15.70
February 5,2007 ......... 50,000  $0.30 $15.30 Yes $15.00 $15.70
May 11,2007 ........... 304,730  $0.01 $16.00 Yes $15.99 $15.99
Post—IPO
Fiscal year 2008 ......... 204,726 $0.01 $24.84

As of June 30, 2008, we had 1,093,503 shares outstanding. The aggregate intrinsic value of these
outstanding shares as of June 30, 2008 was $11.9 million, of which $4.5 million related to 437,536 vested shares
and $7.4 million related to 655,967 unvested shares. From the April 2006 acquisition date until our May 2007
initial public offering date, each time we granted equity awards to our employees, we determined the fair value of
our aggregate equity, as well as the individual fair value of each of our preferred and common units. The terms of
the preferred units provided that such units could be redeemed by us at any time at their redemption value, which
was equal to the unreturned capital contributions made in respect of such preferred units, plus accrued and unpaid
yield of 8% per annum. As a result, a significant portion of any subsequent increase in our aggregate equity
value, as determined at each subsequent measurement date, was attributed to the common units as opposed to the
preferred units. The fixed-return nature of the preferred units was demonstrated by the formula we used to
convert our preferred units into shares of common stock in our corporate reorganization: the liquidation value of
the preferred units plus accrued and unpaid yield divided by the initial public offering price.

We acquired CSG from ADP in 2006 based on a competitive auction process. We therefore believe that the
enterprise value and aggregate equity value derived from this transaction were representative of their respective
fair values. The enterprise fair value was validated by using market multiple and discounted cash flow methods.
We used an internal rate of return, or IRR, method to aliocate our aggregate equity value between our preferred
and common units. The IRR method is similar to the Probability Weighted Expected Return Method described in
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the ATCPA Audit and Accounting Practice Aid for Valuation of Privately-Held Company Equity Securities Issued
as Compensation, We determined that the IRR method was the most appropriate method to use because it
enabled us to directly determine the value of our preferred units based upon an expected return method using
market rates, and thus, to allocate any remaining aggregate equity value to our common units. The IRR method is
based upon the value we assign to various future outcomes or exit events. The per unit values are based on the
probability weighted present value of expected future returns, considering each of the possible future outcomes
available to us, as well as the rights of each class of our equity securities.

On April 13, 2006, using the IRR method described above, we determined that the value of each preferred
unit was equal to $600.40 per unit and that the value of each common unit was equal to $2.94 per unit, We
assumed a 5.2 year holding period based upon a hypothetical exit event in June 2011, which we considered
reasonable at the time based on typical targeted holding periods for private equity funds. Because we had just
acquired the CSG and assembled a new management team, we considered an exit event that is typical for private
equity funds as the most appropriate outcome for us. We assigned a 100% probability to this expected outcome,
A 19.0% IRR was targeted for the preferred units based on the median IRR of various preferred spread studies
we determined to be relevant. Based on the targeted return for the preferred units, we derived an implied return
on our common equity of 36.0%. The aggregate equity return was derived based on EBITDA exit multiples of
8.0x. These exit multiples were deemed appropriate based on comparable company multiples and our financial
projections at the time. We determined that the aggregate equity return of approximately 27.2% was consistent
with expected returns of financial sponsors in similar situations,

On July 25, 2006, we determined that there was no change in the fair value of the common units from
April 13, 2006, and therefore used a value of $2.94 per common unit to determine the compensation expense for
the rights to purchase common units we granted on that date. We believed that there was no change in fair value
between April 13, 2006 and July 25, 2006 due to the following factors: (1) the relative valuation metrics of the
selected comparable publicly traded companies increased as much as 2.8% and decreased by as much as 26.8%,
with an average decrease of 12.2% during this period; and we searched for and were unable to find any
acquisitions of comparable businesses during the period from April 13, 2006 to July 25, 2006, causing us to
determine that there was no change in the acquisition multiples of comparable businesses contained in the
April 13, 2006 report; (2} our financial projections, growth and cash flow forecasts on July 25, 2006 had not
changed significantly from those used in the April 13, 2006 discounted cash flows method of valuation due to the
limited passage of time; (3} we experienced no significant developments between April 13, 2006 and July 25,
2006, such as significant contract wins that would have impacted relative valuations; and (4) we had no
discussions with external parties, including investment banks, regarding our prospects during this period.

On November 8, 2006, we determined that our aggregate equity value had increased by approximately $360
million as a result of an increase in our enterprise value of approximately $310 million and a reduction in our net
debt of approximately $50 million since the prior measurement date of July 25, 2006. We used the IRR method
described above to allocate this increase to our preferred and common units. We used a holding period of
approximately 4.6 years, as we still considered an exit event in June 2011 to be a reasonable assumption. This
assumption was unchanged from the April 13, 2006 assumption, except for the passage of time. As a result, we
assigned a 100% probability to this expected outcome. We used a targeted 11.8% IRR for the preferred units
based on the median of various preferred spread studies we determined to be relevant. Based on the targeted
return for the preferred units, we derived an implied return on our common equity of 21.6%. The aggregate
equity return was derived based on EBITDA exit multiples of 10.0x. These exit multiples were deemed
appropriate based on comparable company multiples and our financial projections at that time. We determined
that an aggregate equity return of approximately 18.8% was consistent with expected returns of financial
sponsors in similar situations. Due to the redemption price of our preferred units being fixed, approximately $300
million of the $360 million increase was ascribed to common units and approximately $60 million was ascribed
to preferred units. The approximately $300 millicn increase in the value of our commeon units consisted of
approximately $214 million attributed to the use of a comparable public company EBITDA multiple that was
24.4% higher than the implied purchase price multiple paid in the Acquisition for valuation purposes;
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approximately $44 million attributed to an increase in our adjusted EBITDA for the last twelve months of
approximately $5.0 million; and approximately $42 million attributed to a reduction in our net debt. As a result,
the approximately 30% increase in our enterprise value resulted in a more than 300% increase in the value of our
common equity. On November 8, 2006, using the IRR method described above, we determined that the value of
each preferred unit was equal to $902.37 per unit and the value of each common unit was equal to $12.36 per
unit.

On February 5, 2007, we determined that our aggregate equity value had increased by approximately
$110 million as a result of an increase in our enterprise value of approximately $135 million, offset by an
increase in our net debt of approximately $25 million since the prior measurement date of November 8, 2006. To
derive the aggregate equity value, we used the IRR methed with two holding period scenarios: (1) a scenario
involving an initial public offering, or IPO, within three months, and (2) a 4.4 year holding period resulting in an
exit event in June 2011 similar to our assumptions of April 13, 2006 and November 8, 2006. We applied a 70%
probability to the IPO scenario and a 30% probability to the 4.4 year holding period scenario. We considered the
three-month scenario to be reasonable given our progress towards making a filing with the SEC regarding an
initial public offering. We applied a greater probability to the three-month holding period approach as the
probability of a filing for an IPO was estimated to be high. For both exit scenarios, an IPO and a sale, an 11.8%
IRR was targeted for the preferred units based on the median of various preferred spread studies we determined
to be relevant. Based on the targeted return for the preferred units, we derived implied returns on the common
equity of 21.3% using a 4.4 year holding period and 52.5% using three-month period. The aggregate equity
returns were derived based on EBITDA exit multiples of 10.0x (4.4 year holding period) and 11x (three-month
holding period). These exit multiples were deemed appropriate based on comparable company multiples and our
financial projections at that time. The aggregate equity returns of approximately 19% (4.4 year holding period)
and 39% (three-month holding period) are consistent with expected returns of financial sponsors in similar
situations. Due to the redemption price of our preferred units being fixed, approximately $90 million of the
$110 million increase was ascribed to common units and approximately $20 million was ascribed to preferred
units. On February 5, 2007, using the IRR method described above, we determined that the value of each
preferred unit was equal to $997.36 per unit and the value of each common unit was equal to $15.30 per unit.

From May 11, 2007 through June 30, 2008, all equity awards were granted as a public company.
Accordingly, all stock options granted after February 5, 2007 have an exercise price equal to the fair market
value on the date of grant (i.e. the closing price of our common stock) and all restricted shares and units were
granted at par value with the corresponding stock-based compensation charge tied to the fair market value on the
date of grant.

Foreign currency translation. The assets and liabilities of our foreign subsidiaries are translated into U.S.
dollars based on exchange rates in effect at the end of each period, and revenues and expenses are translated at
average exchange rates during the periods. Functional currencies of significant foreign subsidiaries include
Euros, British pounds, Swiss francs, and Canadian dollars. Currency transaction gains/(losses), which are
included in the results of operations, totaled $4.8 million, ($0.1) million and $0.6 million in fiscal years 2008,
2007 and 2006, respectively. Gains or losses from balance sheet translation are included in stockholders’ equity
within accumulated other comprehensive income on the consolidated balance sheets.

Internal use software. Expenditures for software purchases and software developed or obtained for internal
use are capitalized and amortized over a three- to five-year period on a straight-line basis. For software
developed or obtained for internal use, we capitalize costs in accordance with the provisions of SOP No. 98-1,
Accounting for the Costs of Computer Software Developed or Obtained for Internal Use. Our policy provides for
the capitalization of external direct costs of materials and services associated with developing or obtaining
internal use computer software. In addition, we also capitalize certain payroll and payroll-reiated costs for
employees who are directly associated with internal use computer software projects. The amount of capitalizable
payroll costs with respect to these employees is limited to the time directly spent on such projects. Costs
associated with preliminary project stage activities, training, maintenance, and ail other post-implementation
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stage activities are expensed as incurred. We also expense internal costs related to minor upgrades and
enhancements as it is impractical to separate these costs from normal maintenance activities,

Income taxes. We use the asset and liability method of accounting for income taxes in accordance with
SFAS No. 109, Accounting for Income Taxes. Under this method, income tax expenses or benefits are recognized
for the amount of taxes payable or refundable for the current year and for deferred tax labilities and assets for the
future tax consequences of events that have been recognized in our consolidated financial statements or 1ax
returns. We also account for any uncertain income tax positions in accordance with FIN No. 48, Accounting for
Uncertainty in Income Taxes, an interpretation of FASB statement, The measurement of current and deferred tax
assets and liabilities are based on provisions of currently enacted tax laws. The effects of future enactments of
changes in tax laws or rates are not contemplated.

In addition, the calculation of our tax liabilities involves dealing with uncertainties in the application of
complex tax regulations. We recognize liabilities for anticipated tax audit issues in the United States and other
tax jurisdictions based on our estimate of whether, and the extent to which, additional tax payments are probable.
If we ultimately determine that payment of these amounts is unnecessary, we reverse the liability and recognize a
tax benefit during the period in which we determine that the liability is no longer necessary. This may occur for a
variety of reasons, such as the expiration of the statute of limitations with respect to a particular tax return or the
signing of a final settlement agreement with the respective tax authority. We record an additional charge in our
provision for taxes in the period in which we determine that the recorded tax liability is less than we expect the
ultimate assessment to be.

As part of the process of preparing consolidated financial statements, we are required to estimate our
income taxes and tax contingencies in each of the jurisdictions in which we operate prior to the completion and
filing for tax returns for such periods. This process involves estimating actual current tax expense together with
assessing temporary differences, or reversing book-tax differences, resulting from differing treatment of items,
such as deferred revenue, for tax and accounting purposes. These differences result in net deferred tax assets and
tiabilities. We must then assess the likelihood that the deferred tax assets wiil be realizable and to the extent we
believe that realizability does not meet the more likely than not standard, we must establish a valuation
allowance. To the extent we establish a valuation allowance in a period, we must include a tax expense or benefit
within the tax provision in the statement of operations unless a current year valuation allowance is allocated to an
item of equity. In the event that actual results differ from these estimates or we adjust these estimates in future
periods, we may need to adjust cur valuation allowances, which could impact our results of operations in the
quarter in which such determination is made.

At June 30, 2008, our deferred 1ax assets of approximately $65.0 million are comprised of $33.0 million of
net operating losses and the remainder to temporary differences. Approximately, $9.0 million and $22.0 million
of our net operating losses are generated in the U.S. and the Netherlands, respectively, and are attributed
primarily to inferest expense under our debt agreements,

We consider all available evidence, both positive and negative, including historical levels of income,
expectations and risks associated with estimates of future taxable income and ongoing prudent and feasible tax
planning strategies in assessing the need for the valuation allowance. As a result of our analysis of ali available
evidence as of June 30, 2008, it was concluded that it was not “more likely than not” that the U.S. deferred 1ax
assets would be realized and accordingly, a full valuation aliowance was established against our U.S. net deferred
tax assets in the amount of $27.1 million. We have established a full valuation allowance against our net
operating losses in the Netherlands and as in the prior year we do not believe it is more likely than not that we
will generate sufficient taxable income after interest expenses 1o realize the benefits of the Netherlands net
operating losses within the nine-year carryforward period under Netherlands tax law.
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Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board (“FASB") issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN No. 48). FIN
No. 48 clarifies the accounting for income taxes by prescribing a minimum recognition threshold a tax position is
required to meet before being recognized in the financial statements and also provides guidance on
derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure and
transition. Effective July 1, 2007, we adopted FIN No. 48 which required a $1,027,000 cumulative credit
adjustment to decrease accumulated deficit.

In September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 157, Fair
Value Measurements (“SFAS No, 157, which clarifies the definition of fair value, establishes a framework for
measuring fair value and expands the disclosures on fair value measurements. SFAS No. 157 is effective for us
beginning in the first quarter of fiscal year 2009, We are currently evaluating the effect that the adoption of SFAS
No. 157 will have, if any, on our consolidated results of operations and financial condition.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities (“SFAS No. 1597). SFAS No. 159 permits companies to choose to measure certain financial
instruments and certain other items at fair value. The standard requires that unrealized gains and losses on items
for which the fair value option has been elected be reported in earnings. SFAS No. 159 is effective for us
beginning in the first quarter of fiscal year 2009, although earlier adoption is permitted. We do not expect the
adoption of this statement to have any material impact on our financial position or results of operations.

In March 2007, the FASB ratified EITF No. 06-11, Accounting for Income Tax Benefits of Dividends on
Share-Based Payment Awards. EITF No. 06-11 requires companies to recognize the income tax benefit realized
from dividends or dividend equivalents that are charged to retained earnings and paid to employees for
non-vested equity-classified employee stock-based payment awards as an increase to additional paid-in capital.
EITF No. 06-11 is effective for us beginning in the first quarter of fiscal year 2009. We do not expect that
EITF No. 06-11 will have a material impact on our results of operations or cash flows.

In June 2007, the FASB ratified EITF Issue No. 07-3, Accounting for Nonrefundable Advance Payments for
Goods or Services Received for Use in Future Research and Development Activities ("EITF No. 07-3”). EITF
No. 07-3 requires that nonrefundable advance payments for goods or services that will be used or rendered for
future research and development activities be deferred and capitalized and recognized as an expense as the goods
are delivered or the related services are performed. EITF No. 07-3 is effective, on a prospective basis, for us
beginning in the first quarter of fiscal year 2009. We are currently evaluating the effect that the adoption of EITF
No. 07-3 will have on our consolidated results of operations and financial condition.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB 51, which changes the accounting and reporting for minority interests.
Minority interests will be recharacterized as noncontrolling interests and will be reported as a component of
equity separate from the parent’s equity, and purchases or sales of equity interests that do not result in a change
in control will be accounted for as equity transactions. In addition, net income attnbutable to the noncontrolling
interest will be included in consolidated net income on the face of the income statement and, upon a loss of
control, the interest sold, as well as any interest retained, will be recorded at fair value with any gain or Joss
recognized in earnings. SFAS No. 160 is effective for us beginning in the first quarter of fiscal year 2010 and
will apply prospectively, except for the presentation and disclosure requirements, which will apply
retrospectively. We are currently assessing the potential impact that adoption of SFAS No. 160 will have on our
consolidated financial statements.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations.
SFAS No. 141(R) expands the definition of a business combination and requires the fair value of the purchase
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price of an acquisition, including the isswance of equity securities, to be determined on the acquisition date.
SFAS No. 141(R) also requires that all assets, liabilities, contingent considerations, and contingencies of an
acquired business be recorded at fair value at the acquisition date, [n addition, SFAS No. 141(R) requires that
acquisition costs generally be expensed as incurred, restructuring costs generally be expensed in periods
subsequent to the acquisition date, and changes in accounting for deferred tax asset valuation allowances and
acquired income tax uncertainties after the measurement period impact income tax expense. SFAS No. 141 (R) is
effective for us beginning in the first quarter of fiscal year 2010 with early adoption prohibited. We are currently
evaluating the effect that the implementation of SFAS No. 141(R} will have on our consolidated financial
statements for future acquisitions.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASE Statement No. 133. This statement is intended to improve transparency in
financial reporting by requiring enhanced disclosures of an entity’s derivative instrumenis and hedging activities
and their effects on the entity’s financial position, financial performance, and cash flows. SFAS No. 161 applies
to all derivative instruments within the scope of SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, as well as related hedged items, bifurcated derivatives, and nonderivative instruments that are
designated and qualify as hedging instruments. Entities with instruments subject to SFAS No. 161 must provide
more robust qualitative disclosures and expanded quantitative disclosures. SFAS No. 161 is effective
prospectively for financial statements issued for fiscal years and interim periods beginning in fiscal year 2010,
with early application permitted. We are currently evaluating the disclosure implications of this statement.

In April 2008, the FASB released FASB Staff Position 142-3, Determination of the Useful Life of Intangible
Assets (“SFAS No.142-3"), which amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS No, 142,
Goodwill and Other Intangible Assets, The intent of the statement is to improve the consistency between the
useful life of a recognized intangible asset under SFAS No. 142 and the period of expected cash flows used to
measure the fair value of the asset under SFAS No. 141 (revised 2007) and other U.S. generaily accepted
accounting principles. SFAS No. 142-3 is effective as of the beginning of our fiscal year 2010. We are currently
evaluating the potential impact, if any, of the adoption of SFAS No. 142-3 will have on our consolidated
financial position, results of operations and cash flows.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles
(“SFAS No. 162”). SFAS No. 162 identifies the sources of accounting principles and the framework for selecting
the principles used in the preparation of financial statements of nongovernmenial entities that are presented in
conformity with generally accepted accounting principles (the GAAP hierarchy). SFAS No. 162 will become
effective 60 days following the SEC’s approval of the Public Company Accounting Oversight Board
amendments to AU Section 411, The Meaning of Present Fairly in Conformiry With Generally Accepied
Accounting Principles. We do not expect the adoption of SFAS No. 162 to have a material effect on our
consolidated results of operations and financial condition.
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Results of Operations

The table below sets forth our results of operations data expressed as a percentage of revenues for the
periods indicated:

Fiscal Years Ended June 30,
2006
(Acquisition
2008 2007  proforma)
T 110 - TP U 100.0% 100.0%  100.0%
Cost of revenues:
Operating EXPENSES . ... .uvvenneenntt st aan e 244 293 30.2
Systems development and programming Costs ...............oveenns 12.3 13.3 15.0
Total cost of revenues (excluding depreciation and amortization) .............. 367 431 452
Selling, general & administrative @Xpenses . ....... .. oo i 286 285 258
Depreciation and amortization .. .............. . oo 176 221 284
Restructuring Charges .. ........oouiiotiionmaoa e 25 1.3 0.6
INEETESL EXPENSE . . oot ettt i i s s e s e 8.5 14.8 16.6
Other (INCOME) EXPENSE—TNEL ... ..o vitii s s e saan e annas (1.7 6.7 (0.3)
Income (loss) before provision for income taxes and minority interests ......... 7.8 (16.5) (16.3}
Income tax provision {(benefit} .. ....... .. . i 6.4 {0.2) 02
Minority interest in net income of consolidated subsidiaries .................. 1.3 09 1.0
Net income (loss) from continuing Operations .............coovvvreenennnnnn 0.1% (17.2%) (17.5%)

The table below sets forth statement of operations data, including the amount and percentage changes for the
periods indicated:

Fiscal Year 2008 to Fiscal Fiscal Year 2007 to Fiscal

Fiscal Years Ended June 30, Year 2007 Change Year 2006 Change
2006
(Acquisition
2008 2007 pro forma) $ %o $ %
{dollars in thousands)
Revenues .................... $539,853 $471,960 $430,230 $ 67,893 14.4% $ 41,730 9.7%
Cost of revenues:
Operating expenses ........ 131,715 138,345 129,834 (6,630) (4.8) 8511 6.6
Systems development and
programming costs ... ... 66,660 65,041 64,357 1,625 2.5 684 I.1
Total cost of revenues
{excluding depreciation and
amortization) ............... 198,381 203,386 194,191 (5,005) (2.5) 9,195 47
Selling, general and administrative
EXPENSES .. .uvniiiiaan s 154,532 134,545 110,950 19,987 14.9 23,595 21.3
Depreciation and amortization ... 95,266 104,419 122,560 (9,153) (8.8) (18,141) (14.8)
Restructuring charges .......... 13,286 6,049 2,403 7,237 119.6 3,646 151.7
Interest expense .. ............. 45730 69,681 71,388 (23,951) (344) (1,707 (2.4)
Other (income) expense—net .... (9,518) 31,509 (1,233) (41,027) (130.2) 32,742 (2,655.5)
Income (loss) before provision for
income taxes and minority
nterest . ... 42,176 (77,629) (70,029) 119,805 154.3 (7,600) (10.9)
Income tax provision (benefit) ... 34,335 (713) 957 35,108 (4,541.7) (1,730 (180.8)
Minority interest in net income
of consolidated subsidiaries ... 7,243 4,050 4,389 3,193 78.9 (339 7.h
Net income (loss) from continuing
operations ..........oa....n $ 598 $(80,906) $(75,375) $ 81,504 100.7% $ (5.531) (71.3Y%
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Amounts and percentages in the above table and throughout our discussion and analysis of financial
conditions and resuits of operations may reflect rounding adjustments.

Revenues

Fiscal Year 2008 vs. Fiscal Year 2007. In fiscal year 2008, revenues increased $67.9 million, or 14.4%
(6.0% after adjusting for currency), due to higher revenues in both our EMEA and Americas segments. Our
EMEA revenues increased $34.1 million, or 19.3% (7.4% after adjusting for currency), to 33342 million due toa
$33.5 million increase in the value of the Euro and other currencies versus the U.S. dollar and a $20.6 million
growth in transaction and subscription revenues in several countries from both existing and new customers. Our
Americas revenues increased $13.8 million, or 7.2% (4.0% after adjusting for currency), to $205.7 million due to
a $6.2 million increase in value of the non U.S, Americas currencies versus the U.S. dollar and a $7.6 million
growth in transaction and subscription revenues in the U.S., Canada, Brazil and Mexico, partially offset by the
toss of several U.S. insurance customer contracts and a reduction in contract pricing terms given to a large U.S.
insurance customer. The Americas revenues in fiscal year 2007 included $5.9 million from a shared services
contract that terminated in April 2007. Excluding the $5.9 million of shared services revenues for fiscal year
2007, Americas revenues increased $19.7 million, or 10.6% (7.3% after adjusting for currency).

Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2007, revenues increased $41.7 million, or 9.7% (5.2%
after adjusting for currency), due to higher revenues in both our EMEA and Americas segments. Qur EMEA
revenues increased $36.8 million, or 15.1% (7.8% after adjusting for currency), to $280.1 million due to a $17.9
million increase in the value of the Euro and other currencies versus the U.S. dollar and a $15.4 million growth in
transaction and subscription revenues in several countries from both existing as well as several new customers,
and a $3.5 million increase resulting from the completion of a small acquisition in the Netherlands. Our
Awnericas revenues increased $4.9 million, or 2.6% (2.0% afier adjusting for currency), 10 $191.8 million due toa
$1.3 million increase in value of the non U.S. Americas currencies versus the U.S. dollar and a $3.6 million
growth in transaction and subscription revenues in the U.S., Canada, Brazil and Mexico, partially offset by the
loss of several significant U.S. insurance customer contracts, and a reduction in contract pricing terms given to a
large U.S. insurance customer.

Revenue growth for each of cur customer categories was as follows:

Fiscal Years Ended June 30,

2008 2007

Revenue Percentage Revenue Percentage
Customer category Crowth Change  Growth Change
Insurance companies . ......... ... e $124 60% $14.9 7.7%
Collision repair facilities . ... .. ... ... 420 259 1%.6 13.7
Independent 8SSESSOIS .. ..o vttt e et e 12.4 27.6 4.6 11.4
Automotiverecyclersandother . .......... ... . ... e, 1.1 1.9 2.6 4.8
Total .. e $67.9 14.4% 1.7 9.7%

Operating expenses

Fiscal Year 2008 vs. Fiscal Year 2007. In fiscal year 2008, operating expenses decreased $6.6 million, or
4.8% (10.9% afier adjusting for currency), due to lower operating expenses in the Americas segment, partially
offset by higher operating expenses in the EMEA segment. Operating expenses decreased $8.8 million, or 13.0%
(14.3% after adjusting for currency), in our Americas segment due principally to a $6.6 million decrease in
personnel costs, a $1.8 million doliar decrease in distribution costs, and a $0.9 million decrease in third party
license and royalty fees, partially offset by a $0.9 million increase in the value of the non U.S. Americas
currencies versus the U.S. dollar. Operating expenses increased $2.2 million, or 3.1% (a 7.6% decrease afler
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adjusting for currency), in our EMEA segment due principally to a $7.5 million increase in the value of the Euro
and other currencies versus the U.S. dollar and a $3.0 million increase in third party license and royalty costs,
partially offset by a $5.9 million decrease in data center and external support and maintenance costs and a

$1.4 million decrease in personnel costs.

Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2007, operating expenses increased $8.5 million, or
6.6% (3.0% after adjusting for currency), due to higher operating expenses in both our EMEA and Americas
segments. Operating expenses increased $0.9 million, or 1.4% (1.1% after adjusting for currency), in our
Americas segment due principally to a $0.7 million increase in third party license and royalty fees and $0.2
million increase in the value of the non U.S. Americas currencies versus the U.S. dollar. Operating expenses
increased $7.6 million, or 12.1% (5.1% after adjusting for currency), in our EMEA segment due principally to a
$4.4 million increase in the vaiue of the Euro and other currencies versus the U.S. dollar, a $4.5 million increase
in data center and external support and maintenance costs and a $0.8 million increase in third party license and
royalty costs, partially offset by a $1.7 million decrease in personnel costs.

We continually evaluate our operating costs in order to identify inefficiencies and eliminate unnecessary
costs. We anticipate that, although our operating expenses will continue to increase, they are expected to decline
as a percentage of revenues.

Systems development and programming costs

Fiscal Year 2008 vs. Fiscal Year 2007. In fiscal year 2008, systems development and programming costs, or
SD&P, increased $1.6 million, or 2.4% (a 4.3% decrease after adjusting for currency), due to higher SD&P in
both our EMEA and Americas segments. SD&P increased $0.2 million, or 0.7% (a 0.5% decrease after adjusting
for currency), in our Americas segment due to a $0.3 million increase in the value of the non U.S. Americas
currencies versus the U.S. dollar, a $0.6 million increase in consulting associated with the development of
software updates and new software releases, partially offset by a $0.7 million decrease in personnel costs. SD&P
increased $1.4 million, or 3.5% (a 6.9% decrease after adjusting for currency), in our EMEA segment due
principalty to a $4.1 million increase in the value of the Euro and other currencies versus the U.S. dollar, a $0.7
million increase in consulting associated with the development of software updates and new software releases,
partially offset by a $3.4 million decrease in personnel costs.

Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2007, SD&P increased $0.7 million, or 1.1% (a 2.5%
decrease after adjusting for currency), due to an increase in costs in our EMEA segment, partially offset by a
reduction in costs in our Americas segment. SD&P increased $3.6 million, or 10.2% (4.0% after adjusting for
currency), in our EMEA segment due principally to a $2.2 million increase in the value of the Euro and other
currencies versus the U.S. dollar and a $1.4 million increase related to additional expenses associated with the
development of software updates and new software releases. The lower costs of $2.9 million, or 10.1% (10.5%
after adjusting for currency), in our Americas segment were due principally to reductions in the number of full-
time systems development and programming personnel and lower external software consultant costs.

Our SD&P costs fluctuate based upon the levels of activity related to and timing of product releases. We
expect our SD&P costs to remain relatively stable.

Selling, general and administrative expenses.

Fiscal Year 2008 vs. Fiscal Year 2007. In fiscal year 2008, selling, general and administrative expenses, or
SG&A, increased $20.0 million, or 14.9% (8.7% after adjusting for currency), due to a $8.3 million increase in
the value of foreign currencies versus the U.S. dollar and a $5.3 million increase in consulting fees for our first
year Sarbanes-Oxley efforts to comply with Section 404 of the Act, a $2.5 million increase in stock-based
compensation expense, and an increase of $3.9 million in personnel costs and professional fees, including tax
services.
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Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2007, SG&A increased $23.6 mallion, or 21.3%
(16.9% after adjusting for currency), due to a $4.8 million increase in the value of foreign currencies versus the
U.S. dollar and increased costs of $18.8 million relating to professional and legal fees, facilities costs, and
severance and acquisition transition costs. A portion of these costs increases in our EMEA segment were the
result of our expansion efforts into new markets. such as Eastern Europe, India and China.

We expect some of these expenses to continue to increase as we incur additional costs associated with being
a public company and as we continue to expand our business into new markets.

[

Depreciation and amortization

Fiscal Year 2008 vs. Fiscal Year 2007; Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal years 2008 and
2007, depreciation and amortization decreased by $9.2 mitlion and $18.1 million, respectively, primarily due to
lower intangibles amortization expense resulting from the April 2006 acquisition. We amortized these intangible
assets on an accelerated basis to reflect the pattern in which economic benefits of the intangible assets are
consumed. Although we expect to experience significant depreciation and amortization in the future as we
amortize intangible assets purchased in the April 2006 acquisition, we anticipate that the amount of total
depreciation and amortization expense will continue to decline over the next several years.

Restructuring charges

Fiscal Year 2008 vs. Fiscal Year 2007; Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal years 2008 and
2007, we incurred restructuring charges of $13.3 million and $6.0 million, respectively, that followed operational
reviews conducted after the Aprit 2006 acquisition. These charges relate almost entirely to one-time termination
benefits. We expect to recoup the costs associated with these restructuring charges through realization of savings
within 12 to 24 months of implementation. We expect to incur additional restructuring charges, relating primarily
1o severance costs, as we work to improve efficiencies in our business.

Interest expense

Fiscal Year 2008 vs. Fiscal Year 2007; Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2008, interest
expense decreased $24.0 million due to lower borrowings under our credit facilities, which were in part due to
the refinancing transactions completed on May 16, 2007 in conjunction with our initial public offering. In fiscal
year 2007, interest expense decreased $1.7 million due to lower borrowings under our credit facilities, which
were in part due te the refinancing transactions. We expect that our annual interest expense will continue to
decrease as we repay outstanding indebtedness.

Other (income) expense, net

Fiscal Year 2008 vs. Fiscal Year 2007; Fiscal Year 2007 vs. Fiscal Year 2006. In fiscal year 2008, other
(income) expense, net decreased $4 1.0 million due to lower borrowings under our credit facilities, which were in
part due to the May 2007 refinancing transactions. In fiscal year 2007, other (income) expense, net increased
$32.7 million due to a $35.7 million write-off of deferred financing fees associated with our prior credit facilities
that were amended and restated in May 2007 in conjunction with our initial public offering, offset by lower net
realized and unrealized losses on our derivative instruments and other (income) and expenses.

Income tax provision

Fiscal Year 2008 vs. Fiscal Year 2007, Fiscal Year 2007 vs. Fiscal Year 2000. In fiscal year 2008, we
recorded an income tax expense of $34.3 million, which resulted in an effective tax rate of 81.4%. The increase
in effective tax rate from the prior year was attributed to our establishment of a full valuation allowance against
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our U.S. net deferred tax assets based on analysis of all available evidence, both positive and negative, including
historical levels of income, expectations and risks associated with estimates of future taxable income and
ongoing prudent and feasible tax planning strategies in assessing the need for the. valuation allowance. The
effective tax rate is reduced by benefit attributable to foreign income taxed at lower rates and tax credits
generated during the year.

[n fiscal year 2007, we recorded an income tax benefit of $0.8 million. Factors that impact our income tax
provision include (but are not limited to) the mix of jurisdictional earnings, establishment of valvuation
allowances in certain jurisdictions, and varying jurisdictional income tax rates that are applied.

Liquidity and Capital Resources

Prior to the April 2006 acquisition, our predecessor’s principal sources of liquidity were capital
contributions from ADP and cash generated from operations. Since the April 2006 acquisition, our principal
sources of cash have included cash generated from operations, proceeds from our May 2007 initial public
offering and bank borrowings. Our principal uses of cash have included debt service, capital expenditures and
working capital. We expect that these will remain our principal uses of cash in the future; however, we may use
cash to pursue additional acquisitions. We expect our cash needs to service debt will decrease in future periods as
a result of the application of proceeds from the refinancing transactions completed in conjunction with our initial
public offering which were used to repay debt.

We believe that cash flow from operating activities and borrowings under our amended and restated senior
credit facility will be sufficient to fund currently anticipated working capital, planned capital spending and debt
service requirements for at least the next twelve months. We regularly review acquisition and other strategic
opportunities, which may require additional debt or equity financing. In July 2008, we acquired UC Universal
Consulting Software GmbH, a leading provider of software and services to collision repair facilities in Germany
for approximately €2.5 miltion ($4.0 million). We currently do not have any material pending agreements with
respect to any other acquisition or strategic opportunity.

Cash and Cash Equivalents

As of June 30, 2008, we had cash and cash equivalents of $149.3 million, We fund our operations, working
capital and capital expenditures with our cash on hand and short-term borrowings under our credit facility. Our
cash on hand and short-term borrowings vary significantly based on our cash flows as set forth below.

Cash Flows

The following summarizes our primary sources and uses of cash in the periods presented:

Amount Changed from Fiscal Years Ended June 30,
2007 to 2008 2006 to 2007 2008 2007 2006
(in thousands)
Operating activities ....................... $ 71,324 5 722 | $117.402 $46,078 $ 45356
Investing activities . .............. $ 22372 $ 894,964 | $(19,135) $(41,507) $(936,471)
Financing activities .......... ... ... ... $(44,990) | $(984,310)1 $(51,346) $ (6,356) $ 977,954

Operating activities. The $71.3 million increase in cash provided by operating activities during fiscal year
2008 was primarily the result of an increase in net income partially offset by a decrease in the non-cash
adjustments, such as depreciation and amortization and loss on debt extinguishment, to reconcile net loss to cash,
and by the changes in operating assets and liabilities.
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Investing activities. The $22.4 million decrease in cash used for investing activities in fiscal year 2008
included a decrease capital expenditures of $8.4 million, consisting of computers, computer sofiware, leasehold
improvements and furniture and fixtures, and a decrease due to the final working capital adjustment for the
acquisition of CSG.

Financing activities. The $45.0 million increase in cash used in financing activities during fiscal year 2008
was primarily due to fiscal year 2007 cash provided by our initial public offering which was partially offset by
the reduction of debt and by fiscal year 2008 voluntary debt principal payments.

Amended and Restated Senior Credit Facility

In connection with our initial public offering, we entered into an amended and restated senior credit facility.
Our amended and restated senior credit facility consists of a $50.0 million revolving credit facility, a
$230.0 million U.S. term loan and a €280.0 miltion European term loan. As of June 30, 2008, we had $0 million,
$218.7 million and $412.2 million (€261.1 million) in outstanding loans under the revolving credit facility, U.S.
term loan and European term loan, respectively, with interest rates of 5.052%, 4.788% and 6.995%. respectively.
As of June 30, 2007, we had $8.1 million, $229.4 million and $375.8 million (€279.3 million) in outstanding
loans under the revolving credit facility, U.S. term loan and Eurepean term loan, respectively, with interest rates
of 6.375%, 7.36(% and 6.164%, respectively. The amended and restated senior credit facility contains a leverage
ratio, which is applicable only to the revolving loans and applies only if at least $10.0 million of revolving loans,
net of outstanding letters of credit, are outstanding for at least 10 days during the prior fiscal quarter.

In addition, the amended and restaied senior credit facility contains covenants restricting us from
undertaking specified corporate actions, including asset dispositions, acquisitions, payment of dividends and
other specified payments, changes of control, incurrence of indebtedness, creation of liens, making loans and
investments and transactions with affiliates.

Contractual Obligations and Commercial Commitments
The following table reflects our contractual obligations as of June 30, 2008:

Payments Due by Period

Less than More than
Total 1 Year 1-3 Years 3.5 Years 5 Years

(in thousands)

Long-term debt obligations(1) .................... $848,484 $40,832 § 83,047 § 88,203 $636,402
Software license and other obligations(2) ........... 16,424 13,078 3,071 229 46
Operating lease obligations(3) .................... 59,664 14,296 21,067 14,873 9,428

Total .. $924,572 $63,200 $107.185 $103,305 3$645,876

(1) Represents principal maturities for the amended and restated senior credit facility loans and includes the
effects of interest and interest rate swaps.

(2) Other obligations include financed software and equipment, capital leases and purchase commitments,

(3) Operating lease obligations include rental commitments under real property leases and equipment leases.

Off-Balance Sheet Arrangements

Our off-balance sheet arrangements comprise our operating leases. As of June 30, 2008, we had no
outstanding letters of credit.

Inflation and Seasonality

We believe inflation has not had a material effect on our financial condition or results of operations in recent
years. Our business does not experience any material level of seasonality.
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ITEM 7JA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Risk

We conduct operations in many countries around the world. Our results of operations are subject to both
currency transaction risk and currency translation risk. We incur currency transaction risk when we enter into
either a purchase or sale transaction using a currency other than our functional currency. With respect to currency
translation risk, our financial condition and results of operations are measured and recorded in the relevant
domestic currency and then translated into U.S. dollars for inclusion in our consolidated financial statements.
Exchange rates between these currencies and U.S. dollars have fluctuated significantly over the last few years
and may continue to do so in the future. A substantial portion of our revenues and costs are denominated in or
effectively indexed to U.S. dollars, but the majority of our revenues and costs are denominated in Euros, British
pounds, Swiss francs, Canadian dollars and other currencies. Historically, we have not undertaken hedging
strategies to minimize the effect of currency fluctuations on our results of operations and financial condition;
however, we may decide this is necessary in the future. A hypothetical 1% increase or decrease in each of our
foreign currencies versus the U.S. dollar would have resulted in a $5.2 million change to revenue on an
annualized basis.

Interest Rate Risk

We are exposed to interest rate risks primarily through borrowings under our revolving loan arrangement
and term loans. Interest on these borrowings is based upon variable interest rates. Qur weighted-average
borrowings outstanding under the revolving loan arrangement and term loans during fiscal year 2008 was $634.2
million and the weighted-average interest rate in effect at June 30, 2008 was 6.75%. We terminated the interest
rate collar related to our old senior credit agreement on December 18, 2006. Based on the foregoing, a
hypothetical 1% increase or decrease in interest rates would have resulted in a $6.0 million change to our interest
expense in fiscal year 2008.

During fiscal year 2006, we entered into two interest rate swaps with maturities on July 13, 2011. One swap
had a notional amount of $195.0 million and required us to pay a fixed rate of 5.35%. The other swap had a
notional amount of €368.4 million and required us to pay, on a quarterly basis, a fixed rate of 3.72%. These
swaps had an estimated fair value of $1.1 miltion as of June 30, 2006, and we recognized an increase in fair value
of $1.1 million during fiscal 2006. During fiscal year 2007, we recognized net gains of $6.7 million in other
(income) related to these swaps, which were terminated on June 25, 2007 for a total cash settlement of
$7.7 million.

Effective on June 29, 2007, we entered into three USD-based interest rate swaps with notional amounts of
$50.0 million, $81.0 million and $75.0 million and maturities on June 30, 2011, which require us to pay fixed
rates of 5.445%, 5.418% and 5.445%, respectively. We also entered into three Euro-based interest rate swaps
with notional amounts of €69.8 million, €50.0 million, and €60.0 million and maturities on June 30, 2011, which
require us to pay fixed rates of 4.603%, 4.679%, and 4.685%, respectively. These interest rate swaps are
designated and documented at the inception of the hedge as cash flow hedges and are evaluated for effectiveness
quarterly. The effective portion of the gain or loss on these hedges is reported as a component of accumulated
other comprehensive income/(loss) in stockholders” equity and reclassified into earnings when the hedged
transaction affects earnings. The ineffective portion on these cash flow hedges is recognized as other (income)/
expense. The estimated fair values of $8.7 million and $0.8 million on USD-based swaps and (€1.7) million/
($2.7) million and €0.4 million/ $0.6 million on Euro-based swaps was recorded in other assets and liabilities in
the consolidated balance sheet as of June 30, 2008 and 2007, respectively. The current year-to-date change, net of
tax, in the fair value of these swaps of $5.5 million reflects the effective portion of loss on these hedges and is
reported as a component of Accumulated other comprehensive income in stockholders’ equity.
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ITEMS8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

We incorporate the information required for this item by reference to the financial statements listed in
Item 15(a) of Part 1V of this Annuat Repert on Form 10-K.

ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Attached as Exhibits 31.1 and 31.2 1o this Form 10-K are certifications of Solera’s Chief Executive Officer
and Chief Financial Officer, which are required by Rule 13a-14(a) of the Securities Exchange Act of 1934,

Management’s Evaluation of Disclosure Controls and Procedures.

We have established disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) that are designed to provide reasonable assurance that information required 1o be disclosed in our
reports filed under the Exchange Act, such as this Annual Report on Form 10-K, is recorded, processed,
surnmarized and reported within the time periods specified in the SEC’s rules and forms, Disclosure controls are
also designed to provide reasonable assurance that such information is accumulated and communicated to our
management, including the principal executive officer and principal financial officer, as appropriate to allow
timely decisions regarding required disclosure.

Based on their evaluation as of June 30, 2008, our principal executive officer and principal financial officer
have concluded that our disclosure controls and procedures are effective to provide reasonable assurance that
information we are required to disclose in reports that we file or submit under the Exchange Act is recorded,
processed, surnmarized and reported within the time periods specified in SEC rules and forms.

Limitations en the Effectiveness of Disclosure Controls and Procedures.

Our management, including our principal executive officer and principal financial officer, does not expect
that our disclosure conirols and procedures will prevent all error and all fraud. A control system can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a
control system must reflect the fact that there are resource constraints, and the benefits of controls must be
considered relative to their costs. Because of the inherent limitations in all control systerms, no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within Solera have
been detected. These inherent limitations include the realities that judgments in decision-making can be faulty,
and that breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented by
the individual acts of some persons, by collusion of two or more people or by management override of the
control. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud
may occur and not be detected.

Changes in Internal Centrols.

There were no changes in our internal control over financial reporting identified in connection with the
evaluation of such internal control that occurred during the fourth quarter of fiscal year 2008, that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.

47




Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal conirol over financial
reporting, as defined in Exchange Act Rules 13a-15(f) and 15d-15(f), for the Company. As part of that process,
as of June 30, 2008, the end of the fiscal year covered by this Annual Report on Form 10-K, under the
supervision and with the participation of our management, including our principal executive officer and principal
financial officer, we carried out an assessment of the effectiveness of our internal control over financial
reporting. The assessment was conducted following the framework in Committee of Sponsoring Organizations of
the Treadway Commission (COSO) Internal Control—Integrated Framework (1992). The assessment did not
identify any material weaknesses in our internal control over financial reporting and our management conciuded
that our internal control over financial reporting was effective as of June 30, 2008. The independent registered
public accounting firm that audited our financial statements contained in this Annual Report on Form 10-K has
issued an attestation report on the effectiveness of our internal control over financial reporting as of June 30,
2008.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Solera Holdings, Inc,
San Diego, California

We have audited the internal control over financial reporting of Solera Holdings, Inc. and subsidiaries (the
“Company’™) as of June 30, 2008, based on criteria established in fnternal Control—integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
cffectiveness of internal control over financial reporting. Our responsibility is 1o express an opinion on the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Qur
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
coliusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
contro} over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of June 30, 2008, based on the criteria established in fnternal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended June 30, 2008, of the Company
and our report dated August 28, 2008, expressed an unqualified opinion on those consolidated financial
statements and included an explanatory paragraph regarding the adoption of Financial Accounting Standards
Board (FASB) Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement
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Plans—an amendment of FASB Statements No. 87, 88, 106 and 132(R) on June 30, 2007, FASB Statement
No. 123(R), Share-Based Payment, on July 1, 2006, and FASB Interpretation No. 48 Accounting for Uncertainty
in Income Taxes—an Interpretation of FASB Statement No. 109 on July 1, 2007. '

/s/ DELOITTE & TOUCHE LLF
San Jose, California

August 28, 2008,

ITEM 9B. OTHER INFORMATION
Not applicable.
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PART I11

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information required by this Item 10 will be sei forth in our proxy statement to be filed with the SEC in
connection with our 2008 annual meeting of stockholders (the “Proxy Statement™) or in a future amendment to
this Annual Repert on Form 10-K and is incorporated herein by reference.

We have adopted a Conflict of Interest and Code of Conduct Policy that applies to all officers, directors and
employees. The Conflict of Interest and Code of Conduct Policy is available for free on our website at
www.solerainc.com under “Investor Relations.” If we make any substantive amendments to the Conflict of
Interest and Code of Conduct Policy or grant any waivers from a provision of the Conflict of Interest and Code of
Conduct Policy to our principal executive officer, principal financial officer, principal accounting officer or
controller, or persons performing similar functions, we will promptly disclose the nature of the amendment or
waiver on our website or in a Current Report on Form 8-K.

ITEM 11. EXECUTIVE COMPENSATION

Information required by this Item 11 will be set forth in our Proxy Statement or in a future amendment to
this Annual Report on Form 10-K and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Information required by this Item 12 will be set forth in our Proxy Statement or in a future amendment to
this Annual Report on Form 10-K and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Information required by this Item 13 will be set forth in our Proxy Statement or in a future amendment to
this Annual Report on Form 10-K and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information required by this Item |4 will be set forth in our Proxy Statement or in a future amendment to
this Annual Report on Form 10-K and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) (1) Financial Statements.

Page
Solera Holdings, Inc.—Consolidated Financial Statements
Report of Independent Registered Public Accounting Firm ... ........... ...t F-2
Consolidated Balance Sheets at June 30, 2008 and 2007 ......... ... oo F-3
Consolidated Statements of Operations for each of the three fiscal years ended June 30, 2008 ... F-4
Consolidated Statements of Stockholders’/Unitholders’ Equity (Deficit) and Accumulated Other
Comprehensive Income for each of the three fiscal years ended June 30,2008 ................ F-5
Consolidated Statements of Cash Flows for each of the three fiscal years ended June 30,2008 ... F-6
Notes to Consolidated Financial Statements .. ....... ... F-7
Page
Combined Financial Statements of Claims Services Group
Independent Auditors” Report . ... ... e F-35
Combined Balance Sheets as of June 30,2004 and 2005 . .. ... . ... il F-36
Statements of Combined Earnings for the years ended June 30, 2004 and 20035, and for the period
from July 1, 2005 through April 13,2006 . ... ... ... F-37
Statements of Combined Group Equity for the years ended June 30, 2004 and 2005, and for the
period from July 1, 2005 through April 13,2006 ... ... . ... F-38
Statements of Combined Cash Flows for the years ended June 30, 2004 and 2005, and for the
period from July 1, 2005 through April 13,2006 ........ ... ..o F-39
Notes to Combined Consolidated Financial Statements .. ......... 0 v, F-40

(a) (2) Financial Statement Schedules. All schedules have been omitted because they are not required or
applicable or the information is included in the consolidated financial statements or notes thereto.

() (3) Exhibits. The list of exhibits in the Exhibit Index to this Annual Report on Form 10-K is incorporated
herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on August 28,

2008.

SOLERA HOLDINGS. INC.

/s/ Tony Aquila

By: Tony Aquila
Its: Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the
foilowing persons on behalf of the registrant and in the capacities and on the dates indicated below.

Signatures

/s/ Tony Aquila

Tony Aquila

/s/ Jack Pearlstein

Jack Pearlstein

{sf Philip A. Canfield

Philip A. Canfield

/s/ Roxani Gillespie

Roxani Gillespie

/s/ Swart J. Yarbrough

Stuart J. Yarbrough

s/ Jerrell W. Shelton

Jerrell W, Shelton

Date
Chairman of the Board, Chief August 28, 2008
Executive Officer and President
{principal executive officer)
Chief Financial Officer, Treasurer August 28, 2008
and Secretary {principal financial
and accounting officer)
Direcior August 28, 2008
Director August 28, 2008
Director August 28, 2008
Director August 28, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Solera Holdings, Inc.
San Diego, California

We have audited the accompanying consolidated balance sheets of Solera Holdings, Inc. and subsidiaries (the
“Company’) as of June 30, 2008 and 2007, and the related consolidated statements of operations, stockholders’/
unitholders equity (deficit) and accumulated other comprehensive income, and cash flows for each of the three
years in the period ended June 30, 2008. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimales made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all malerial respects, the financial
position of the Company as of June 30, 2008 and 2007, and the resuits of its operations and its cash flows for
each of the three years in the period ended June 30, 2008, in conformity with accounting principles generally
accepted in the United States of America.

As discussed in Note 11 to the consolidaied financial statements, the Company: (1) on June 30, 2007, changed its
method of accounting for defined benefit pension and other postretirement plans upon the adoption of Financial
Accounting Standards Board (“FASB”) Statement No. 158, Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106 and 132(R} and (2)
effective July 1, 2006, adopted FASB Statement No. 123(R), Share-Based Payment. In addition as discussed in
Note 13 to the consolidated financial statements, effective July 1, 2007, the Company adopted the recognition
and measurement provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an
interpretation of FASB statement No. 109.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of June 30, 2008, based on the criteria
established in Internal Control—integrated Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission and our report dated August 28, 2008, expressed an unqualified opinion on the
Company’s internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP
San Jose, California

August 28, 2008




SOLERA HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share data)

ASSETS
Current assets:
Cashand cashequivalents .. ...... . ... .. ... .. . i,
Accounts recelvable—net .. ...
Otherreceivables . ..o e
L0131 T o 1 Fy =0 0 1111 -
Deferred iINCOME taX @SSE1S . .. .ottt it e et e et e e e e,

Total current assets ... ... . .. . e
Property and equipment—net . ......... ...
RO ASSBES . . ettt ettt e it e e e
Long term deferred income tax assets . .. ... o i i
Goodwill ..
Intangible assets—Net ... ... .. ... e

Total A88EIS . ... e e,

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accountspayable ... ... ...
Accrued expenses and other current liabilities .. ......... ... ... ... ...,
Income taxes payable ... . ... i
Deferred income tax liabilities ...... . ... ... . . . i
Current portion of long-termdebt . ..., ... ... ... ... . it

Total current liabilities . ... .. . . .
Long-termdebt ... ... .. et
Other liabilitles .. ... . i e e
Long-term deferred income tax liabilities . ... ... ... ... ..o ool

Total liabilities .. ... .. e
Commitments and contingencies (Note 14)
Minority interests in consolidated subsidiaries ... ... ... ... ... ... ..

Stockholders’ equity:
Common Shares, $0.01 par value : 150,000,000 shares authorized; and
64,816,018 and 64,813,563 issued and outstanding as of June 30, 2008 and
2007, respectively ... e
Accumulated deftCit ... ... e

Total stockholders™ equity .. ... ... .. . i e

Total liabilities and stockholders’ equity .. ........... ... ... ... ... ... ... ...

See accompanying notes to consolidated financial statements.
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June 30,
2008 2007

$ 149311 § 89,808

95,343 85,543
9,784 9,297
18,314 16,901
4,802 3,248

278,054 204,857
49,243 51,485
22,980 11,625

5,162 23,835

646,098 569,165

330,218 362,986

51,331,755 $1,223,953

S 32,191 & 2557t
103,597 89,240

12,449 13,995
842 1,076
6,336 14,140

155,415 144,022
624,570 599,128
33,475 25378
36,558 42,922

850,018 811,450

15,429 11,229

510,900 505,939
(110,157 (111,687)
65,565 7,022

466,308 401,274

$1,331,755  $1,223,953
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SOLERA HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share and per unit data)

Fiscal Years Ended June 30,

2008 2007 2006
REVEIUES .« v\ v o oottt e e e e et i $539,853 $471,960 $ 95,084
Cost of revenues: {
Operating eXPenSeS . . ... ... vuuunreeeerr oot s 131,715 138,345 29,013 !
Systems development and programming osts .................on.s 66,666 65,041 15,080
Total cost of revenues (excluding depreciation and amortization) .......... 198,381 203,386 44,093
Selling, general and administrative eXpenses .. ... . 154,532 134,545 27,105
Depreciation and amortization ...........ccoieiiiiiiii i 95,266 104,419 23,57
Restructuring Charges . ... ... e 13,286 6,049 2,871
TREETESE EXPEISE « .« v vttt 45,730 69,681 14,842
Other (INCOME) EXPENSE—TIEL . . .« oottt trr e tteeeeres (9,518) 31,509 1,836

497677 549,589 114,318

Income (loss) before provision for income tax (benefit) and minority

TTe 1 (=t o ARG NN 42,176  (77,629) (19,234)
Income tax provision (benefit) ...... ... ... ool 34,335 (773) (1,268)
Minority interest in net income of consolidated subsidiaries . ............. 7,243 4,050 921
Net income (J0S5) ..o v iee et it a i e 598  (80,906)  (18,887)
Dividends and redeemable preferred unit accretion . ...t — 14,614 88,789
Net income (loss) allocable to common stockholdersfunitholders .......... $ 598 $(95,520) $(107,676)
Net income (loss) allocable to common stockholders/unitholders per share/

unit:

BIaSIC & o vt s ettt $ 001 $ (282) & (634)
DlUted . . .o $ 001 $ (282) % (634

Weighted average shares/units used in the calculation of net income (loss)
per share/unit allocable to common stockholders/unitholders:
BaSIC . vttt e 63,500 33,865 16,978
DHIUIEA . o oottt e e e 64,737 33,865 16,978
Pro forma net income (loss) data (unaudited)—Note |
Net income (loss) allocable to common stockholders/unitholders as
TEPOTLEA . ..ttt it e e et $(95,520) $(107,676)
Pro forma adjustment for income tax provision (benefit) ............ (956) (1,561}

Pro forma net income (loss) allocable to common stockholders/
WIIHOIAETS « oot e e $(94,564) $(106,115)

Pro forma basic and diluted net income {loss) allocable to common

stockholders/unitholders per common share/unit ................. $ Q2™ % (625)
Weighted average shares/units used in pro forma basic and diluted net

income (loss) allocable to common stockholders/unitholders per

common Share/unit . .. ... ..ot it 33.865 16,978

See accompanying notes to consolidated financial statements.
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SOLERA HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Fiscal Years Ended June 30,
2008 2007 2006
Operating activities:
Net inCome (JOSS) . ..o ottt et et e e e e $ 598 3 (80,906) $ (18,887)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortizalion .. ........ .ot 95266 104,419 23,571
Minority interests in net income of consolidated subsidianies ................... 7.243 4,050 921
Provision (recovery) for doubtful accounts ... ..ot 890 {193) 69
Stock/unit-based COMPENSAUON ... ... ..ot vvvvrrerennnnr s 4,848 2,343 361
Deferred iNCOME LAXES « . oo vt e e e rme st as s raenaneneeaatanann s 4,615 (21,844) (5.847)
Change in fair value of financial instrument . ..., (832) (1.544) 2,850
Accrued intereston mezzanine Ioan . ... ... .. s — — 2,639
Loss on debt extinguishment ... ... i e — 28,691 —
10717 S 280 558 368
Changes in operating assets and liabilities—net of effects from acquisition of
businesses:
(Increase) decrease in accounts receivable ............. ..ol (1,961 (18,962) 3,540
{Increase) decrease in OLhEr BSSEIS . ... v vvrvcvanncnrsrnnrronnnenanns (10,152) 8.343 (8,044)
Increase in accounts payable ... . ... ... 3,400 10,695 3,487
Increase in accrued expenses and other liabilities . . ..................o0n 13,269 20,324 28,922
Increase {decrease) in accrued iNLErEst ... .. ..ottt an (9.896) 11,406
Net cash provided by operating activities ...................oieenn 117,402 46,078 45,356
Investing activities:
Capita] eXpendillifes .. .. ..o oottt (18,821  (27,230) (4,112)
Fina! working capital payment adjustment for acquisition of business ................ —  (13,167) —
Purchase of foreign currency exchange option . ... . oot — -— (1.912)
lnvestment int joint venture and acquisitions of business-—net of cash acquired ......... (314) (1,L11)  (924,447)
Net cash used in investing activities ... ....... .. oiiiii it (19,135)  (41,507) (936,471)
Financing activities:
Proceeds from issuance of debt . ... ... oot s — 610,688 821,017
DBt ISSUANCE COSIS .« o v ot v sttt e e et e e e et s et anmrae e iaa i easasen — {4.393) (31,782)
Principal payments on financial asset acquisitions . ...t (4.907) (3,740) -
Borrowings from revolving credit facility ... 12,814 —
Repayments under revolving credit facility ... (8,548) (16,000) (16,946)
Repayments of long-termdebl ... ... (37,779) (887,607) —
Premium on prepayment of longtermdebt . .. ... i — (6,975) —
Proceeds from termination of interest rate SWaps . ........oovvieiiaaaaa e — 7,741 —
Proceeds from sale of Class A common units—net of offeringcosts . ................. — 203 87,635
Proceeds from sale of Class B redeemable preferred units—net of offering casts ........ - — 118,030
Repurchase of Class A common and Class B redeemable preferred units .............. — @7 —
Proceeds from sale of Common shares, net of offeringcosts ....................ont — 281,790 —
Repurchase of commON ShArEs . ........o o iviiiiiin it (112) —_ —
Net cash (used in) provided by financing activities ................... (51,346) (6,356) 977,954
Effect of foreign currency exchange rate changes on cash and cash equivalents ............. 12,522 2,827 {2,245)
Net change in cash and cash equivalents ...... ... 59.443 1,042 84,594
Cash and cash equivalents—Beginning of period . ... ... 89,868 88,826 4,232
Cash and cash equivalents—End of period ... ... o $149,311 $ 89.868 5 88,826
Supplemental cash flow information
Dividends and redeemable preferred share accretion ........... ..., b3 — § 140614 § 88789
Cash paid fOr iMETESL . ... .. vunnere e e tia et 544913 $ 66,806 3 —
Supplemental disclosure of non-cash investing and finance activities:
Capital assets fINaNCEd . ... ... .. .iiuitnrr e $ 3,735 § 9618 § 34
Conversion of Class B redeemable preferred units into common shares ............... $ — $222479 % —

See accompanying notes to consolidated financial statements.
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SOLERA HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND BASIS OF PRESENTATION

Description of Business Solera Holdings, Inc. and subsidiaries (the “Company” or “Solera™) is a leading
global provider of software and services to the automobile insurance claims processing industry. Its software and
services help its customers: estimate the costs to repair damaged vehicles; determine pre-collision fair market
values for vehicles damaged beyond repair; automate steps of the claims process; outsource steps of the claims
process that insurance companies have historically performed internally; and monitor and manage their
businesses through data reporting and analysis. The Company is active in over 50 countries and derives most of
its revenues from its estimating and workfiow software.

Solera was formed in March 2005. In April 2006, Solera acquired the Claims Services Group (“C8G”), a
business unit of Automatic Data Processing, lnc. (“ADP"), for approximately $1.0 billion. Prior to the acquisition
of C5G, Solera’s operations consisted primarily of developing its business plan, recruiting personnel, providing
consulting services, raising capital and identitying and evaluating operating assets for acquisition.

Solera accounted for the acquisition of C8G using the purchase method of accounting. The Company
allocated the aggregate acquisition consideration to the tangible and intangible assets acquired and liabilities
assumed based on their respective fair values as of the date of the acquisition.

In May 2007, the Company compieted an initial public offering of shares of the Company’s common stock.
In the initial public offering, the Company sold 19,200,000 shares of common stock and the selling stockholders
sold 10,987,500 shares of common stock. In connection with the initial public offering, the Company amended
its corporate status and converted from a Delaware limited liability company into a Delaware corporation with
150,000,000 authorized shares of common stock, par value $0.01, and 15,000,000 authorized shares of preferred
stack, par value $0.01. Upon the effectiveness of the conversion, all of the Company’s outstanding preferred and
comimen units were automatically converted into shares of common stock based on their relative rights as set
forth in the Company’s limited liability company agreement. As a result, 31,633,211 common units were
converted into 31,633,211 shares of common stock, and 204,016 preferred units were converted into
13,889,974 shares of common stock.

Unaudited Pro Forma Information The unaudited pro forma net loss data present the pro forma effects of
applying a provision for income taxes to historical net income. Such provision reflects the income taxes that
would have been applicable had the Company been taxed as a C corporation prior to May 2007.

Pro forma net income (loss) per sharefunit 1s based on the weighted average common shares/units
outstanding. Pro forma oet income (loss) per share/unit is computed as if the conversion into a Delaware
corporation described above occurred on july 1, 2005.

Principles of Consolidation and Basis of Presentation The accompanying consolidated financial
statements have been prepared in accordance with United States (“U.S.”) generally accepted accounting
principles and applicable regulations of the Securities and Exchange Commission. The Company’s operating
results for the twelve months ended June 30, 2008 are not necessarily indicative of the resclts that may be
expected for future quarters and the fiscal year ending June 30, 2009.

The preparation of the accompanying consolidated financial statements requires the use of estimates that
affect the reported amounts of assets, liabilities, revenues, expenses and contingencies. Estimates are updated on
an ongoing basis and are evaluated based on historical experience and current circumstances. Changes in facts
and circumstances in the future may give rise to changes in these estimates which may cause actual results to
differ from current estimates.

F-7




]

The consolidated financial statements include the accounts of the Company and its subsidiaries. All
significant intercompany accounts and transactions have been eliminated in consolidation.

In April 2007, the Company’s Board of Managers approved a one-for-three reverse unit split. Immediately
after giving effect to the split, the Company had approximately 31 046,962 common units outstanding (with
fractional units to be paid to unitholders in cash). The split did not change the number of authorized common
units or modify any voting rights or other terms of the commeon units. All unit and per unit information in the
accompanying consolidated financial statements have been retroactively restated to reflect the split. J

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents The Company considers all highly liquid investments with original maturities
of 90 days or less at the time of purchase to be cash equivalents.

Property and Equipment  Property and equipment is stated at cost and depreciated over the estimated
useful lives of the assets using the straight-line method. The estimated useful lives of assets are as follows:

Buildings 20 10 40 years
Building improvements 510 15 years
Leasehold improvements Lesser of 10 years or useful life
Data processing equipment 3 years
Furniture and fixtures 4 to 7 years
Machinery and equipment 3 to 6 years
Software licenses 3 years

Goodwill and Other Intangible Assets The Company accounts for goodwill in accordance with Statement
of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets, which states that
goodwill and intangible assets with indefinite useful lives shoutd not be amortized, but instead tested for
impairment at least annually at the reporting unit level. Intangible assets with finite lives are amortized over their
estimated useful lives on an accelerated basis to reflect the pattern in which the economic benefits of the
intangible assets are consumed and are reviewed for impairment in accordance with SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144™). If an impairment exists, a write-down to
fair value (normally measured by discounting estimated future cash flows) is recorded.

During the fourth quarter ended June 30, 2008, the Company changed the date of its annual goodwill
impairment assessment from the last day of the first month of our fourth quarter, to the first day of its fourth
quarter. This change was made in order to more closely align the impairment testing date with the end of the
prior quarterly reporting period, and the timing of related forecasts, reports and analyses. The earlier date will
better support completion of the assessment prior to the Company’s new 60-day filing requirement for its Annual
Report on Form 10-K as a large accelerated filer for the year ended June 30, 2008. The Company believes that
the resuiting change in accounting principle related to the annual testing date will not delay, accelerate or avoid
an impairment charge. The goodwill on the balance sheet was originally recorded due to the Company’s
acquisition of the Claim Services Group from ADP that was consummated in April 2006, and impairment tests
performed in fiscal years 2008, 2007 and 2006 did not result in any impairment of goodwilt. The Company
determined that the change in accounting principle related to the annual testing date is preferable under the
circumstances and does not result in adjustments to the financial statements when applied retrospectively.

Impairment of Long-Lived Assets In accordance with SFAS No. 144, long-lived assets are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not
be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount
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of an asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying
amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized for the amount by
which the carrying amount of the asset exceeds the fair value of the asset.

Classification of Equity Securities The Company has adopied the guidance of Emerging Issues Task
Force (“EITF") Topic D-98, Classification and Measurement of Redeemable Securities, in the measurement and
classification of its equity securities.

Use of Estimates The preparation of financial statements and related disclosures in conformity with
accounting principles generally accepted in the United States of America requires management to make
judgments, assumptions and estimates that affect the amounts reported in the Company’s consolidated financial
statements and accompanying notes. The Company bases its estimates and judgments on historical experience
and on various other assumptions that it believes are reasonable under the circumstances. However, future events
are subject to change and estimates and judgments routinely require adjustment. The amounts of assets and
liabilities reported in the Company’s balance sheets and the amounts of revenues and expenses reported for each
of its fiscal periods are affected by estimates and assumptions which are used for, but not limited to, the
accounting for sales allowances, allowance for doubtful accounts, fair value of derivatives, goodwill and
intangible asset impairments, amortization of intangibles, restructurings, liabilities under defined benefit plans,
stock-based compensation and income taxes. Actual results could differ from these estimates.

Revenue Recognition The Company considers the guidance in Staff Accounting Bulletin (“SAB™)
Topic 13, Revenue Recognirion (“SAB No. 104"}, AICPA Statement of Position No. 97-2, Software Revenue
Recognition, as amended (“SOP No. 97-27), SFAS No. 13, Accounting for Leases, and Emerging Issues Task
Force Issue No. 00-03, Application of AICPA Statement of Position No. 97-2 to Arrangements That Include the
Right to Use Software Stored on Another Entity's Hardware, and Emerging Issues Task Force Issue No. 00-21,
Revenue Arrangements with Multiple Deliverables (“EITF No. 00-217), in accounting for its revenue
arrangements, Revenues are recognized only after services are provided, when persuasive evidence of an
arrangement exists, the fee is fixed and determinable, and when collectibility is reasonably assured. The
Company’s multiple element arrangements primarily include a combination of softwarz licenses, hosted database
and other services, installation and set-up services, hardware, maintenance services and transaction-based
deliverables.

The Company generates a significant majority of its revenue from subscription-based contracts (where a
monthly fee is charged), transaction-based contracts (where a fee per transaction is charged) and subscription-
based contracts with additional transaction-based fees (where a monthly fee and a fee per transaction are
charged).

Subscription-based and transaction-based contracts generally include the delivery of software, access 1o
software through a hosted service (“Hosted Database™), upfront fees for the implementation and set-up activities
necessary for the client 10 use/access the software (“Implementation Services”) and maintenance. Under a
subscription arrangement, delivery of software, access to the Hosted Database and maintenance are considered a
single element or a combined unit of accounting and related revenues are recognized at the end of each month
upon the completion of the monthly service. Revenues under transaction-based contracts are recognized based on
the guidance in AICPA Technical Practice Aid No. 5100.76, Fair value in multiple-element arrangements that
include contingent usage based fees and software revenue recognition. The transaction-based fee represents
payment for the right to use the software, access to the Hosted Database and maintenance. The fee is considered
fixed and determinable only at the time actual usage occurs. Revenue is recognized based on actual usage.
Implementation Services are considered a separate element or unit of accounting and the related revenue
recognition is described below.

Subscription-based contracts with additional fees for certain types of transactions generally include all
deliverables discussed in the above paragraph and also include an additional element, which is the option to

F-9




access specialized queries on the Hosted Database. Revenue under subscription-based contracts with additional
fees for certain types of transactions is accounted for based on the guidance in AICPA Technical Practice

Aid No. 5100.76. Under these arrangements, the delivery of software, access to software through the Hosted
Database and maintenance are considered a combined unit of accounting, and the related fee is recognized at the
end of each month upon the completion of the monthly service. The transaction-based fee is recognized at the
time of actual usage. Implementation Services are considered a separate element or unit of accounting and the
related revenue recognition is described below.

When the Company is required to perform setup and implementation activities necessary for the client to
receive services/software, up-front fees billed during the setup/implementation phase are deferred and amortized
on a straight-line basis over the estimated customer life. The upfront fees represent fair value of the
implementation services based on vendor specific objective evidence. The amortization of this deferred revenue
will commence upon the start of the monthly service. Setup costs that are direct and incremental to the contract
are capitalized and amortized on a straight-line basis over the estimated customer life.

In a limited number of revenue arrangements described above, the Company also provides generic computer
equipment as part of the sales arrangement. Based on guidance in EITF Issue No. 03-5, Applicability of SOP
No. 97-2, “Software Revenue Recognition”, to Non-Software Deliverables in an Arrangement Containing More-
than-Incidental Sofrware, the generic computer equipment is considered a non-software deliverable since the
Company's software is not essential to the functionality of the generic computer equipment. Based on guidance
in EITF No. 01-8, Determining Whether an Arrangement Contains a Lease, EITF No. 00-21, Revenue
Arrangements with Multiple Deliverables, and SFAS No. 13, Accounting for Leases (“SFAS No. 137), the
Company accounts for the sale of generic equipment as a direct finance lease. The related revenue is recognized
over the term of the contract using the effective interest rate method. The Company allocates revenue to SFAS
No. 13 elements (equipment leases) and the non-SFAS No. |3 elements of its arrangements on a relative fair
value basis using the Company’s best estimate of the fair value of the elements. Revenue from leased computer
equipment represents approximately 1% of the Company’s consolidated revenue.

Revenues are reflected net of customer sales allowances, which are based on both specific identification of
certain accounts and a predetermined percentage of revenue based on historical experience.

Cost of revenues (excluding depreciation and amortization}—The Company’s costs and expenses
applicable to revenues (“cost of revenues excluding depreciation and amortization™) represent the total of
operating expenses and systems development and programming costs as presented on the consolidated statement
of operations. Operating expenses include the compensation and benefits costs for operations, database
development and customer service personnel, other costs related to operations. database development and
customer support functions, as well as third-party data and royalty costs, and the cost of computer software and
hardware used directly in the delivery of the Company’s products and services. Systems development and
programming costs include compensation and benefit costs for the Company’s product development and product
management personnel, other costs related to its product development and product management functions and
costs related 1o external software consultants involved in systems development and programming activities.

Software Development Costs—Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has been
established, at which time any additional costs would be capitalized in accordance with SFAS No. 86, Computer
Software To Be Sold, Leased or Otherwise Marketed. The costs to develop such software have not been
capitalized, as the Company believes its current software development process is essentially completed
concurrent with the establishment of technological feasibility. '

Foreign Currency Translation—The net assets of the Company’s foreign subsidiaries are translated into
U.S. dollars based on foreign currency exchange rates in effect at the end of each period, and revenues and

expenses are translated at average exchange rates during the periods. Functional currencies of significant foreign
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subsidiaries include Euros, British pounds, Swiss francs, and Canadian dollars. Foreign currency transaction
gains or losses, which are included in the resulis of operations, totaled a gain of $4,793,000) for the fiscal year
ended June 30, 2008, a loss of $65,000 for the fiscal year ended June 30, 2007, and a gain of $609,000 for the
fiscal year ended June 30, 2006. Gains or losses from balance sheet translation are included in stockholders’/
unitholders’ equity within accumulated other comprehensive income on the consolidated balance sheets.

Internal Use Software—Expenditures for software purchases and software developed or obtained for
internal use are capitalized and amortized over a three- to five-year period on a straight-line basis. For software
developed or obtained for internal use, the Company capitalizes costs in accordance with the provisions of SOP
No, 98-1, Accounting for the Cosis of Computer Software Developed or Obtained for Internal Use. The
Company’s policy provides for the capitalization of external direct costs of materials and services associated with
developing or obtaining internal use computer software. In addition, the Company also capitalizes certain payroll
and payroll-related costs for employees who are directly associated with internal use computer software projects.
The amount of capitalizable payroll costs with respect to these employees is limited to the time directly spent on
such projects. Costs associated with preliminary project stage activities, training, maintenance and all other post-
implementation stage activities are expensed as incurred. The Company also expenses internal costs related to
minor upgrades and enhancernents, as it is impractical to separate these costs from normal maintenance activities,

Income Taxes—The provisions for income taxes, income taxes payable and deferred income taxes are
determined using the Hability method. Deferred tax assets and liabilities are determined based on differences
between the financial reporting and tax basis of assets and liabilities and are measured by applying enacted tax
rates and laws to taxable years in which such differences are expected to reverse, A valuation allowance is
provided when the Company determines that it is more likely than not that a portion of the deferred tax asset
balance will not be realized.

Fair Value of Financial Instruments—Derivative financial instruments are used principally in the
management of foreign currency and interest rate exposures and are recorded on the consolidated balance sheets
at fair value. If the derivative is designated as a fair value hedge, the changes in the fair value of the derivative
and of the hedged item attributable to the hedged risk are recognized as a charge or credit to earnings. If the
derivative is designated as a cash flow hedge, the effective portions of the changes in the fair value of the
derivative are initially recorded in accumulated other comprehensive income/loss and are subsequently
reclassified into earnings when the hedged transactions occur and affect earnings. Ineffective portions of changes
in the fair value of cash flow hedges are recognized as a charge or credit 10 eamnings. Derivative instruments not
designated as hedges are marked-to-market at the end of each accounting period with the results included in the
consolidated statements of operations,

Advertising—Advertising costs are expensed when incurred and are included in selling, general and
administrative expenses. Total advertising costs for the Company were $4.297,000, $4,775,000, and $1,573,000
for the fiscal years ended June 30, 2008, June 30, 2007 and June 30, 2006, respectively.

Share-/Unit-Based Compensation—Effective July 1, 2006, the Company adopted SFAS No. 123 (revised
2004), Share-Based Payment (“SFAS No.123(R)") which requires the measurement and recognition of
compensation expense for all stock-based payment awards made to employees and directors, including employee
stock options and share awards, based on estimated fair values recognized over the requisite service period. Prior
to adoption of SFAS No.123(R), pursuant to SFAS No. 123 Accounting for Stock-Based Compensation, the
Company accounted for employee unit awards under Accounting Principles Board ("APB™: No. 25, Accounting
Jor Stock Issued to Employees and followed the Disclosure—Only Provisions of SFAS No. 123. See Note 11.

Certain Risks and Concentrations-—The Company offers a broad range of services to a diverse group of
customers throughout North, Central and South America, Europe, the Middle East, Africa and Asia. The
Company performs periodic credit evaluations of customers and monitors their financial condition and
developing business news. The Company did not have any customers with sales that exceeded 10% of total
revenues for the fiscal years ended June 30, 2008, 2007 or 2006.
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Comprehensive Income (Loss)—The Company accounts for comprehensive income (loss) under the
provisions of SFAS No. 130, Reporting Comprehensive Income (Loss), which establishes standards for reporting
and displaying comprehensive income (loss) and its components in the financial statements. Comprehensive
income (loss) as defined includes all changes in equity during a period from nonowner sources. For the fiscal
years ended June 30, 2008, 2007 and 2006, comprehensive income (loss) consists of net income (loss), and
foreign currency translation adjustments. In addition, during the fiscal years ended June 30, 2008 and June 30,
2007, an unrealized loss on derivative instruments related to the effective portion of cash flow hedges and during
fiscal year 2008 a SFAS No. 158 adjustment were added as new components of comprehensive income (loss) and
are presented in the consolidated statement of stockholders’/unitholders” equity and accumulated other
comprehensive income.

Recent Accounting Pronouncements—In June 2006, the Financial Accounting Standards Board (“FASB™)
issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB
Statement No. 109 (“FIN No. 48”). FIN No. 48 clarifies the accounting for income taxes by prescribing a
minimum recognition threshold a tax position is required to meet before being recognized in the financial
statemnents and also provides guidance on derecognition, measurement, classification, interest and penalties,
accounting in interim periods, disclosure and transition. Effective July 1, 2007, the Company adopted FIN
No. 48, which resulted in a $1,027,000 cumulative credit adjustment to decrease accumulated deficit.

[n September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS”) No. 157, Fair
Value Measurements (“SFAS No. 157", which clarifies the definition of fair value, establishes a framework for
measuring fair value and expands the disclosures on fair value measurements. SFAS No. 157 is effective for the
Company beginning in the first quarter of fiscal year 2009, The Company is currently evaluating the effect that
the adoption of SFAS No. 157 will have, if any, on its consolidated results of operations and financial condition.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities (“SFAS No. 159”). SFAS No. 159 permits companies to choose to measure certain financial
instruments and certain other items at fair value. The standard requires that unrealized gains and losses on items
for which the fair value option has been elected be reported in earnings. SFAS No. 159 is effective for the
Company beginning in the first quarter of fiscal year 2009, although earlier adoption is permitted. The Company
does not expect that adopting this statement will have any material impact on the Company’s financial position
or results of operations.

In March 2007, the FASB ratified EITF No. 06-11, Accounting for Income Tax Benefits of Dividends on
Share-Based Payment Awards. EITF No. 06-11 requires companies to recognize the income tax benefit realized
from dividends or dividend equivalents that are charged to retained earnings and paid to employees for
non-vested equity-classified employee stock-based payment awards as an increase to additional paid-in capital.
EITF No. 06-11 is effective for the Company beginning in the first quarter of fiscal year 2009. The Company
does not expect that EITF No. 06-11 will have a material impact on its results of operations or cash flows.

In June 2007, the FASB ratified EITF Issue No. 07-3, Accounting for Nonrefundable Advance Payments Sor
Goods or Services Received for Use in Future Research and Development Activities (“EITF No. 07-3"). EITF
No. 07-3 requires that nonrefundable advance payments for goods or services that will be used or rendered for
future research and development activities be deferred and capitalized and recognized as an expense as the goods
are delivered or the related services are performed. EITF No. 07-3 is effective, on a prospective basis, for the
Company beginning in the first quarter of fiscal year 2009. The Company is currently evaluating the effect that
the adoption of EITF No. 07-3 will have on its consolidated results of operations and financial condition.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB 51, which changes the accounting and reporting for minority interests.
Minority interests will be recharacterized as noncontrolling interests and will be reported as a component of
equity separate from the parent’s equity, and purchases or sales of equity interests that do not result in a change
in control will be accounted for as equity transactions, In addition, net income attributable to the noncontrolling
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interest will be included in consolidated net income on the face of the income statement and, upon a loss of
control, the interest seld, as well as any interest retained, will be recorded at fair value with any gain or loss
recognized in earnings. SFAS No. 160 is effective for the Company beginning in the first quarter of fiscal year
2010 and will apply prospectively, except for the presentation and disclosure requirements, which will apply
retrospectively. The Company is currently assessing the potential impact that adoption of SFAS No. 160 will
have on its consolidated financial statemnents.

In December 2007, the FASB issued SFAS No. 141 {revised 2007), Business Combinations.
SFAS No. 141(R) expands the definition of a business combination and requires the fair value of the purchase
price of an acquisition, including the issuance of equity securities, 10 be determined on the acquisition date.
SFAS No. 141(R) also requires that all assets, liabilities, contingent considerations, and contingencies of an
acquired business be recorded at fair value at the acquisition date. In addition, SFAS No. 141{R) requires that
acquisition costs generally be expensed as incurred, restructuring costs generally be expensed in periods
subsequent to the acquisition date, and changes in accounting for deferred tax asset valuation allowances and
acquired income tax uncertainties after the measurement period impact income tax expense. SFAS No. 141(R) is
effective for the Company beginning in the first quarter of fiscal year 2010 with early adoption prohibited. The
Company is currently evaluating the effect that the implementation of SFAS No, 141(R) will have on its
consolidated financial statements on future acquisitions.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133. This statement is intended to improve transparency in
financial reporting by requiring enhanced disclosures of an entity’s derivative instruments and hedging activities
and their effects on the entity's financial position, financial performance, and cash flows. SFAS No. 161 applies
to all derivative instruments within the scope of SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, as well as related hedged items, bifurcated derivatives, and nonderivative instruments that are
designated and qualify as hedging instruments. Entities with instruments subject to SFAS No. 161 must provide
more robust qualitative disclosures and expanded quantitative disclosures. SFAS No. 161 is effective
prospectively for financial statements issued for fiscal years and interim periods beginning in fiscal year 2010,
with early application permitted. The Company is currently evaluating the disclosure implications of SFAS
No. 161.

In April 2008, the FASB released FASB Staff Position 142-3, Determination of the Useful Life of Intangible
Assets (“SFAS No.142-3), which amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142,
Goodwill and Other Intangible Asseis. The intent of the statement is to improve the consistency between the
useful life of a recognized intangible asset under SFAS No. 142 and the period of expected cash flows used to
measure the fair value of the asset under SFAS No. 141 (revised 2007) and other U.S. generally accepted
accounting principles. SFAS No. 142-3 is effective as of the beginning with the Company’s fiscal year 2010. The
Company is currently evaluating the potential impact, if any, of the adoption of SFAS No. 142-3 will have on its
consolidated financial position, results of operations and cash flows.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles
(“SFAS No. 162"). SFAS No. 162 identifies the sources of accounting principles and the framework for selecting
the principles used in the preparation of financial statements of nongovernmental entities that are presented in
conformity with generally accepted accounting principles (the GAAP hierarchy). SFAS No. 162 will become
effective 60 days following the SEC’s approval of the Public Company Accounting Oversight Board
amendments to AU Section 411, The Meaning of Present Fairly in Conformity With Generally Accepted
Accounting Principles. The Company does not expect the adoption of SFAS No. 162 to have a material effect on
its consolidated results of operations and financial condition.
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Net Income (Loss) Per Common Share—The Company calculates net loss per common share in
accordance with SFAS No. 128, Earnings Per Share. Under SFAS No. 128, basic net loss per common share is
calculated by dividing net loss by the weighted-average number of common shares outstanding during the
reporting period excluding shares/units subject to repurchase.

Reconciliation of shares/units used in this calculation table of basic and diluted net income (loss) per share/
unit for the fiscal years ended June 30, 2008, 2007 and 2006, is as follows (in thousands except for per share/unit
data):

Fiscal Years Ended June 30,
2008 2007 2006
Net income (loss) allocable to common stockholders/unitholders ........... $ 598 $(95.520) $(107,676)
Weighted-average number of common shares/units ...................... 64,035 36,041 18,897
Weighted-average common shares/units subject to repurchase ......... (535) (2.176) (1,919)
Weighted-average number of common shares/units used to compute basic net
income (loss) pershare/unit . ... ... ..o i 63,500 33,865 16,978
Effect of dilutive common stock equivalents:
Stock options to purchase common stock .. ... 15 — —
Restricted common stock awards . ... ... i i 1,222 — —
Weighted-average number of common shares/units used to compute diluted
net income (loss) per share/unit .. ..., ..o 64,737 33,865 16,978
Basic net income (loss) pershare/unit .. ... $ 001 § (282 § (634
Diluted net income (loss) pershare/unit .........c o $ 001 $ (28 % (634

For the fiscal year ended June 30, 2008 potential common stock equivalents of 169,000 are not included in
the diluted net income per share calculation above, because their effect was antidilutive for the period. For the
fiscal years ended June 30, 2007 and 2006, outstanding redeemable preferred units of 0 and 204,239,
respectively, and nonvested restricted common shares/units of 2,331 ,988 and nonvested common units of
2,010,293 and 1,934,653, respectively, have been excluded from the calculation as they are antidilutive due to the

Company’s net loss.

3. OTHER (INCOME) EXPENSE—NET
Other (income) expense—net consists of the following (in thousands):

Fiscal Years Ended June 30,

2008 2007 2006
INEEIEST MICOIMIE -« v e e v v e e e e e e et e s s et e e $(3.656) $(2,633) $ (405)
Net realized and unrealized (gains) and losses on derivative instruments ... ...... (832) (1,589) 2,850
Foreign exchange (gain) 1085 . ........ooiiniiaiiiir e (4,793) 65 {609)
Loss on Debt Extinguishment (Note 10) ....... ..o — 35,666 —
OB T o o e ot e e e e e s (23N — —
Other (INCOME) EXPENSE—TIEL . . .« v o vv e e e e et s o as e $(9,518) $31,509 $1.836




4.  ACQUISITION OF CLAIMS SERVICES GROUP OF ADP

On April 13, 2006, the Company acquired the Claims Services Group from ADP for approximately
$1.0 billion. The acquisition consisted of an asset purchase with respect to certain assets controlled by ADP,
primarily in North America, and a purchase of a controlling interest in the outstanding shares of entities
controlied by ADP, primarily in Europe. With respect to Sidexa S.A. (France), Informex S.A. {Belgium),
Audatex Espana S.A. (Spain), Audatex Datos Espana S.A. (Spain}, Audatex Portugal S.A. (Portugal) and
Audatex Mexico §, De R.L. de C.V. (Mexico), the Company is the controlling stockhelder, with ownership of
75%, 98%. 75%, 88%, 51%, and 51% of the outstanding shares, respectively, Claims Services Group’s results of
operations have been included in the accompanying consolidated statements of operations from the date of the
acquisition. The aggregate consideration was determined as (in thousands):

Cashpaid o ADP .. ... $ 988321
Transaction costs and other .. .. ... e e e 14,254
$1,002,575

The April 2006 acquisition was accounted for as a purchase pursuant to SFAS No. 141, Business
Combinations. Under purchase accounting, the total purchase price was allocated to the Claims Services Group's
net tangible and identifiable intangible assets based on their estimated fair values as of April 13, 2006, as set
forth below. The excess of the purchase price over the net tangible and identifiable intangible assets was recorded
as goodwill. The fair value of the identifiable intangible assets pertaining to customer relationships, software and
database technology and trademarks was established based on a discounted cash flow approach. The purchase
consideration has been allocated as follows {in thousands):

Cash . o e $§ 78,128
Accounts receivable ... e 62,010
L s T 54,800
Property and equipment ................ . . . i i 38,094
Intangible assets: ‘
Software and database technology .................... ... ... ..., 239,200
Customer relationships . ...... ... ... . . i 173,900
Trademarks . ..o i e 13,500
Accounts payable and other accrued liabilities . ......................... (97,972)
Tax-related liabilities ... ... . . e (66,880)
Minority share of NELASSeIS . .. . u it i e et (8,064)
Goodwill ... 515,859
Total .. e $1,002,575

The unaudited pro forma information presented below reflects the combined results of the Company and the
Chaims Services Group as if the April 2006 acquisition and the related financing transactions had occurred at the
beginning of each period presented. These results are not necessarily indicative of future operating results nor of
those that would have occurred had the April 2006 acquisition been consummated on those dates (in thousands):

Fiscal Year Ended

—June 30, 2006

Pro forma:

REVenUES . . e e $430,230

Net loss allocable to common unitholders ..................... (92,120}

Net loss allocable to common unit holders per unit:

Basicanddiluted .......... ... ... ... . .. .. ... ... (3.21)
Weighted average units used in the calculation of net loss per common
unit allocable to common unitholders: .. ........................ 28,668




5. RESTRUCTURING CHARGES

The Company's restructuring initiatives have been focused on the objective of eliminating waste and
improving operational efficiencies. The restructuring reserves are included in Accrued expenses and other current
liabilities and Other liabilities in the consolidated balance sheets.

The Company recorded restructuring charges of $13,286,000, $6,049,000 and $2.871,000 during the fiscal
years ended June 30, 2008, 2007 and 2006, respectively. For the fiscal year ended June 30, 2008, these charges
consisted of one-time termination benefits of $12,218,000 and net facilities consolidation charges of $1,068,000.
For the fiscal year ended June 30, 2007 and 2006, these charges were primarily comprised of one-time
termination benefits.

For the fiscal year 2008 restructuring charge, approximately $10,149,000 and $3,137,000 resulted from
employees and activities that pertained to Operating and System development and programming expenses and
Selling, general and administrative expenses, respectively. For the fiscal year 2007 restructuring charge,
approximately $3,776,000 and $2,273,000 resulted from employees and activities that pertained to Operating and
System development and programming expenses and Selling, general and administrative expenses, respectively.
For the fiscal year 2006 restructuring charge, approximately $2,090,000 and $781,000 resulted from employees
and activities that pertained to Operating and System development and programming expenses and Selling,
general and administrative expenses, respectively.

The restructuring balances at June 30, 2008 of $14,563,000 included severance-related liabilities of
$11,269.000, lease related liabilities as a result of facilities consolidation efforts of $2,610,000 and cumulative
translation adjustments of $684,000. The restructuring balances at June 30, 2007 of $5,599,000 consisted of
severance-related liabilities $5,570,000 and $29,000 cumulative translation adjustment.

In February 2008, the Company concluded its employee termination activity under the Americas 2007 plan,
which commenced in February 2007 and was designed to create appropriate resource levels and efficiencies for
various functional groups across the Americas locations. One-time termination benefits for this plan relate to the
termination of approximately 112 employees. Remaining restructuring liabilities under this plan are principally
comprised of amortization of lease related liabilities over the remaining term of the lease and several months of
severance payments expected to conclude by the end of the fiscal year ending June 30, 2009,

In February 2008, the Company initiated a new plan, Americas 2008, which is focused on creating a more
efficient and flexible employee work force across the Americas. One-time termination benefits of $1,751,000 for
this plan relate to the termination of approximately 100 employees during the fiscal year ended June 30, 2008.

In June 2008, the Company initiated a new plan, EMEA 2008, which is focused on creating a more efficient
and flexible employee work force for parts of its European operations. One-time charges of $9,515,000 for this
plan relate to the termination of approximately 50 employees.

The following table summarizes the charges for restructuring and related activities, including payments
made and the ending reserve balances by business segment (in thousands):

Solera Restructuring plans Total

CSG (1) EMEA 07 EMEA 08 Americas 07 Americas 08 EMEA Americas Total

Balance—June 30, 2006 ..... $3261 $§ — $ — $ — & — $1653 51,608 $ 3261
Additions/adjustments . .. .. 525 4,104 — 1,456 — 3,846 2,239 6,085
Payments/amortization .... (3,600) — — (147) — (1,389) (2,358) (3,747
Balance—June 30, 2007 ..... $ 186 $4,104 § — 31,309 $ — $ 4,110 $1489 $ 5599
Additions/adjustments . .. .. {35) 805 9,515 4,456 1,751 10,321 6,171 16,492
Payments/amortization .. .. (%) (3,512) - (3,137) (870)  (3.512) (4,016) (7,528)
Balance—June 30,2008 ..... $ 142 1,397 $9,515 § 2,628 $ 881 $10,919 $ 3,644 $14,563

1-Restructuring plan from acquisition of CSG
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The EMEA business segment encompasses the Company’s operations in Europe, the Middle East, Africa
and Asia. The Americas business unit encompasses the Company’s operations in North America, Central and

South Amenca.

6. RECEIVABLES

Accounts receivable are net of an allowance for doubtful accounts of $1,289,000, $724,000, and $1,665,000
at June 30, 2008, 2007 and 2006, respectively. There was no customer with accounts receivable representing
10% or more of consolidated accounts receivable at June 30, 2008 or 2007. For the fiscal years ended June 30,
2008, 2007 and 2006, the Company’s accounts receivable write-offs against the allowance for doubtful accounts
were $1,754,000, $1,615,000, and $352,000, respectively. Accounts receivable recoveries (collections of
previous write-offs) for the same above periods were $586,000, $779,000, and $184,000, respectively.

7. PROPERTY AND EQUIPMENT—NET

The following is a summary of property and equipment (in thousands):

June 30,
2008 2007
Property and equipment:
Land and buildings . .. ... ... . . e $ 14,855 $12,722
Machinery and equipment ..., ... ... . ... e 5,925 4,467
Furniture and fixtures . ... .. ... . . i e 5,641 4,873
Data processing equipment . ... ... .oo ittt e e 28,992 21,336
Leasehold IMprovements . ....... ... ...t erienmnrininn., 13,795 13,365
Software lICBNSES . ... ...t e 15,044 11,473
Capital leases ... ... e 1,459 1,388
Property and equipmentatcost ................. e e 83,711 69,624
Less accumulated depreciation . ... ... i i i i (35,468 (18,139
Property and equipment—net . ......... ... i e $49243 § 51,485

8. GOODWILL AND INTANGIBLE ASSETS—NET

Changes in goodwill during the fiscal years ended June 30, 2008 and 2007 included the effects of the
finalization of the purchase price allocation related to the Company’s acquisition of the Claims Services Group
from ADP, as well as cumnulative translation adjustinents. Changes by business segment are as follows (in

thousands):
EMEA Americas Total
Balance—June 30,2006 . ... ... .. .. e e $456,150 $85,271 $541,421
Additions from acquisition . .., ... ... ... ... (9,274) 5,473 (3,801)
Cumulative translation adjustments .. ................. ... ... ..... 31,479 66 31,545
Balance—lJune 30, 2007 . .. ... $478,355 $90,810 $569,165
AdJUSTMENES .. L. e e e 78 — 78
Cumulative translation adjustments .. .......... ... .. ... ... ..., 78,651 (1,796) 76,855
Balance—lune 30, 2008 . . . ... .. e $557,084 $89,014 $646,098
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Components of intangible assets, excluding goodwill, are as follows (in thousands):

June 30,
2008 2007
Intangibles (excluding goodwill):

Internally developed software ................cciiiiiaiiiity $ 27.862 $ 22,151
Customer relationships ... ... ... . i 202,970 185,946
Trademarks © . oo e et e e 17,264 14,369
Software and database technology ... ... ..o rireiii iy 285,015 249,347
533,111 471,813
Less accumulated amoOrization ... .ottt e e ien e it (202,893) (108.,827)
Intangible assels—Tel . .. ..o \tuvre e $ 330218 $ 362,986

Intangible assets (except goodwill) have finite lives and, as such, are subject to amortization. The weighted
average remaining useful life of the intangible assets is 11.2 years (2.3 years for internally developed software,
18 years for customer relationships, 2 years for trademarks and 7 years for software and database). Internally
developed software is amortized on a straight-line basis. Other intangible assets are amortized on an accelerated
basis to reflect the pattern in which economic benefits of the intangible assets are consumed. Amortization of
intangibles totaled $77,702,000, $87,313,000, and $20,563,000 for the fiscal years ended June 30, 2008, 2007
and 2006, respectively. Estimated amortization expense of the Company’s existing intangible assets for the next
five fiscal years ending June 30 are as follows (in thousands):

100, TR U $ 70,482
0T e e e e 58,735
14} 1 AP 46,752
) &2 ARG G 34,616
0] 1 TP 27.674
TREICA IET .« . o vttt e e ettt e et i s 91,959
TOMAL « o e e e et s e e e e e e e e e e $330,218

The above useful lives represent the Company’s best estimates. However, actual lives may differ from these
estimates. In addition, the expected future amortization may vary based on fluctuations in foreign currency
exchange rates.

9. FINANCIAL INSTRUMENTS AND DERIVATIVES

Financial Instruments—At June 30, 2008 and 2007, the carrying amounts of cash equivalents, receivables,
accounts payable, and other liabilities approximated their fair values because of the short-term maturities of these
financial instruments. The carrying amounts of long-term debt at June 30, 2008 and 2007 approximated fair value
based on prevailing interest rates.

Derivatives—In the normal course of business, the Company is exposed to interest rate changes and foreign
currency fluctuations. The Company strives to limit these risks through the use of derivatives such as interest rate
swaps and foreign exchange options. Derivatives are not used for speculative purposes.

In February 2006, the Company entered into a foreign currency exchange option (the “Fx Option™} that
gives the Company the option to call USD $200,000,000 at a strike price of 1.1646 EUR/USD at any time up to
February 8, 2011, This Fx Option is not designated as a hedging instrument. {n February 2006, the Company paid
approximately $7,912,000 for the Fx Option. As of June 30, 2008 and 2007, the fair value of the Fx Option
approximated $1,801,000 and $970,000, respectively, and was recorded in other assets in the consolidated
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balance sheefs. The increase in fair value of approximately $832,000, due to increased volatility in spot rates and
changes in interest rates, and the decrease of ($3,010,000) and {$3,932,000) were recognized in Other {income)
expense in the consolidated statement of operations, during the fiscal years ended June 30, 2008, 2007 and 2006,
respectively.

In June 2007, the Company entered into three USD-based interest rate swaps with notional amounts of
$50,000,000, $80,965,000 and $75,000,000, all with maturities on June 30, 2011, which require the Company to
pay fixed rates of 5.445%, 5.418% and 5.445%, respectively, and also entered into three Euro-based interest rate
swaps with notional amounts of €69,821,000, €50,000,000 and €60,000,000, all with maturities on June 30, 2011,
which require the Company to pay fixed rates of 4.603%, 4.679% and 4.685%, respectively. These interest rate
swaps are designated and documented at their inception as cash flow hedges and are evaluated for effectiveness
quarterly. The effective portion of the gain or loss on these hedges is reported as a component of Accumulated
other comprehensive income (loss) in stockholders’ equity and reclassified into earnings when the hedged
transaction affects earnings. The ineffective portion on these cash flow hedges is recognized in interest expense.
The estimated fair values of $8,678,000 and $795,000 on USD-based swaps and (€1,686,000)/(32,662,000) and
€411,000/$553,000 on Euro-based swaps was recorded in other assets and liabilities in the consolidated balance
sheet as of June 30, 2008 and 2007, respectively. The decrease, net of tax, in the fair value of these swaps of
$5,474,000 during fiscal 2008 reflects the effective portion of loss on these hedges and is reported as a decrease
to Accumulated other comprehensive income in stockholders’ equity.

The estimated fair values of the Company’s derivatives were determined based on quoted market prices and
may not be representative of actual values that could have been realized or that will be realized in the future.

10, LONG-TERM DEBT

Long-term debt consists of the following (in thousands):

June 30,
2008 2007
Senior secured credit facilities:
Amended and restated first lien credit facility:
Domestic term loan, due May 2014 ... .. ... . oot $218,697  $229,425
European term loan, due May 2014 . ... .. . . o ool 412,209 375,770
European revolver loan, due Aprit 2082 . ......................... — 8,073
Total e 630,906 613,268
Less cumment POTION . . . ..o e 6,336 14,140
Long-term POTtion . . ... ..o e e $624,570  $599,128

Senior Secured Credit Facilities—In April 2006, the Company entered into a senior secured credit
arrangement (the “Senior Secured Credit Facilities”} under a First and Second Lien Credit and Guaranty
Agreement (the “First and Second Lien Credit Facility”) with a syndicate of commercial lenders. The First Lien
Credit Facility includes a revolving commitment (the “Revolver Credit Facility”) which permits U.S. Dollar or
Euro-based borrowings and issuances of letters of credit of up to $50,000,000 in the aggregate; a domestic term
loan commitment (the “Domestic Term Loan™) of $240,000,000; and a European term loan commitment (the
“European Term Loan™) of €220,000,000. The Second Lien Credit Facility includes a European term loan
commitment (the “European Second Term Loan”) of €165,000,000.

On May 16, 2007, in conjunction with the closing of iis initial public offering, the Company entered into an
Amended and Restated Senior Credit Facility Agreement with a syndicate of commercial lenders, consisting of a
$50,000,000 Revolving Credit Facility, a $230,000,000 Domestic Term Loan and a €280,000,000 European
Term Loan. As of June 30, 2008, the Company had $0, $218,697,000, and $412,209,000 (€261,073,000) in
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outstanding loans under the Revolving Credit Facility, the Domestic Term Loan and the Eurepean Term Loan,
respectively, with interest rates of 5.052%, 4.788% and 6.995%, respectively. Borrowings under the Amended
and Restated Senior Credit Facility bear interest, to be reset at the Company’s option, at a rate determined by the
sole lead arranger of the syndicate of commercial lenders equal to (1) the offer rate on dollars based on the
British Bankers’ Association Settlement Rate for deposits or (2) the offer rate on the Euro from the Banking
Federation of the European Union, or (3) in the event such rates are not available, then the offered quotation rate
to first class banks in the London inter-bank market or European inter-bank market by Citibank USA Inc. for
deposits, respectively, in each case, plus an applicable margin that varies based upon the Company’s
consolidated leverage ratio, as defined in the agreement. Beginning on June 30, 2007, consecutive quarterly
minimum principal payments of $575,000 and €700,000 were required for the Domestic Term Loan and
European Term Loan, respectively, under the Amended and Restated Senior Credit Facility with the remaining
balance due in May 2014. Future quarterly minimum principal payments will be reduced each time a voluntary
prepayment occurs. The Amended and Restated Senior Secured Credit Facility allows for voluntary prepayments
under specified conditions and requires mandatory prepayments and commitment reductions upon the occurrence
of certain events, including among others, sale of assets, receipt of insurance or condemnation proceeds, excess
cash flow and issuances of debt and equity securities.

During the twelve months ended June 30, 2008, the Company made a voluntary principal prepayment of
$8.500,000 on the Domestic Term Loan and €15,500,000 on the European Term Loan. For the quarter ended
June 30, 2008, the quarterly minimum Domestic Term Loan and European Term Loan principal payments
decreased to $551,000 and €654,000 as a result of the voluntary principal prepayments. The increase in the
European term loan balance is due entirely to foreign currency fluctuations. For the twelve months ended
June 30, 2008, the cumulative principal payments on the European Term Loan and Domestic Term Loan were
$27,985,000 (€18,227,000) and $10,728,000, respectively. During fiscal year 2007 the Company paid the
minimum quarterly principal payments totalling $1,800,000 and €1,650,000 for the Domestic Term Loan and
European Term Loan, respectively.

The obligations under the Amended and Restated Senior Credit Facility are secured by substantially all of
the assets of the Company. The Amended and Restated Senior Credit Facility contains certain covenants
including, among others, requirements related to financial reporting, maintenance of operations, compliance with
applicable laws and regulations, maintenance of interest rate protection and compliance with specified financial
covenants, as well as restrictions related to liens, investments, business combinations, additional indebtedness,
dispositions of assets or subsidiary interests, dividends, distributions, issuances of equity securities, transactions
with affiliates, capital expenditures and certain other changes in the business. The Amended and Restated Senior
Credit Facility contains a leverage ratio, which is applicable only to the revolving loans and applies only if at
least $10,000,000 of revolving loans, including outstanding letters of credit, are outstanding for at least 10 days
during the prior fiscal quarter.

Future Minimum Principal Payments—Future minimum principal payments as of June 30, 2008 are as
follows (in thousands):

200D ottt e e $ 6,336
o 14 ) [ A U P 6,336
20 1 [T U 6,336
2. 1) 5 U 6,336
103 5 Y U 6,336
TS =T 4 = S O PP 599,226
oAl © o ot et e e e e e e e e $630,906

Subordinated Unsecured Credit Facility In April 2006, the Company entered into a subordinated
unsecured credit guaranty agreement (the “Subordinated Unsecured Credit Agreement”) with a syndicate of
commercial lenders. The Subordinated Unsecured Credit Agreement consists of a European term loan (the
“European Mezzanine Loan”) of €80,000,000.
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Borrowings under the Subordinated Unsecured Credit Agreement bear interest, to be reset at the Company’s
option. at a rate determined by the sole lead arranger of the syndicate of commercial lenders equal to (1) the offer
rate on dollars based on the British Bankers Association Settlement Rate for deposits or (2) the offer rate on the
Euro from the Banking Federation of the European Union, or (3) in the event such offer rutes are not available,
then the offered quotation rate to first class banks in the London inter-bank market or European inter-bank
market by Citibank USA Inc. for deposits in each case, plus an applicable margin of 9%, which shall be
capitalized, compounded, and added to the unpaid principal amount of the European Mezzanine Loan on the last
day of each interest period on no less than a quarterly basis.

The Subordinated Unsecured Credit Agreement allows for voluntary prepayments under specified
conditions and requires mandatory repayments upen the sale of assets or receipt of insurance or condemnation
proceeds. This agreement also contains certain covenants including, among others, requirements related to
financial reporting, maintenance of operations, compliance with applicable laws and regulations and compliance
with specified financial covenants, as well as restrictions related to liens, investments, additional indebtedness,
dispositions of assets or subsidiary interests, dividends, distributions, issnances of equity securities, transactions
with affiliates, capital expenditures, and certain other changes in the business. Financial covenants include the
requirement to maintain a minimum interest coverage ratio and limit maximum total leverage, senior leverage
ratios, and levels of capital expenditures. On May 16, 2007, balances outstanding under the Subordinated
Unsecured Credit Agreements of $124,396,000 were paid off together with a prepayment premium of
$2.,486,000.

With the repayment of the long term debi balances under the First Lien and Second Lien Credit Facility as
well as the Subordinated Unsecured Credit Agreement, the Company recognized a loss on extinguishment of
debt consisting of $28,691,000 of remaining deferred financing costs associated with these facilities, along with
the prepayment premium of $6,975.000, in other income and expenses in the consolidated statement of
operations. In addition, in connection with the Amended and Restated Senior Credit Facility, the Company
incurred approximately $4,393,000 in financing costs, which were deferred and included as part of other assets in
the consclidated balance sheet and are amortized on a straight line method as interest expense over the term of
the debt. Amortization of deferred loan costs under the April 2006 facilities and under the new May 2007
facilities for the fiscal year ended June 30, 2007 was approximately $3,895,000 and $80,000, respectively.

11. EMPLOYEE BENEFIT PLANS

Stock-Based Compensation—Effective July 1, 2006, the Company adopted SFAS No. 123 (R) which
requires the measurement and recognition of compensation expense for all stock-based payment awards made to
employees and directors, including employee stock options and share awards, based on estimated fair values
recognized over the requisite service period.

The Company adopted SFAS No. 123(R) using the prospective transition method. Under this method, SFAS
No. 123(R) is applied 1o new awards and to awards medified, repurchased or cancelled after the adoption date of
July 1, 2006. Compensation cost that was previously recorded under APB No. 25 for awards outstanding at the
adoption date, such as unvested options, will continue to be recognized as the options vest. Accordingly, for the
year ended June 30, 2008 and 2007, stock/unit-based compensation expense includes compensation cost related
to estimated fair values of awards granted after the date of adoption of SFAS No. 123(R) and compensation costs
related to unvested awards at the date of adoption based on the intrinsic values as previously recorded under APB
No. 25.

The fair value of stock and options awards granted after July 1, 2006 is estimated on the grant date using the
Black-Scholes option valuation model. This valuation mode! for stock-based compensation expense requires the
Company to make assumptions and judgments about the variables used in the calculation including the expected
term (weighted average period of time that the shares and options granted are expected to be outstanding), the
volatility of the Company’s common shares, an assumed risk free interest rate and the estimated forfeitures of
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unvested share awards. No compensation cost is recorded for awards that do not vest. For awards granted after
July 1, 2006 and valued in accordance with SFAS 123(R), the Company used the straight-line method for
expense attribution. Expected volatilities utilized in the model are based on a combination of implied market
volatilities, historical volatility of the Company’s stock price and other factors. The risk-free rate is derived from
the U.S. Treasury yield curve in effect at the time of grant.

Stock-based compensation expense of $4,848,000, $2,343,000 and $361,000 was recognized in net income
for the fiscal years ended June 30, 2008, 2007 and 2006, respectively.

As of June 30, 2008 and 2007, the total remaining unrecognized compensation cost related to non-vested
stock options and restricted stock awards, net of estimated forfeitures, amounted to $14,575,000 and $8,051,000,
which will be amortized over a weighted average period of 3.4 and 3.7 years, respectively.

Summary of Plans
2007 Long-term Equity Incentive Plan

The equity incentive plan provides for the issuance of stock options, restricted stock, deferred stock,
dividend equivalents, other stock-based awards and performance awards. Performance awards may be based on
the achievement of certain business or personal criteria or goals, as determined by the compensation committee.
An aggregate of 4,300,000 shares of the Company’s common stock were initially reserved for issuance under the
equity incentive plan, subject to certain adjustments reflecting changes in the Company’s capitalization. If any
grant under the equity incentive plan expires or terminates unexercised, becomes unexercisable or is forfeited as
to any shares or is tendered or withheld as to any shares in payment of the exercise price of the grant or the taxes
payable with respect to the exercise, then such unpurchased, forfeited, tendered or withheld shares will thereafter
be available for further grants under the equity incentive plan. '

2007 Employee Stock Purchase Plan

The Company offers an Employee Stock Purchase Plan (“the ESPP”) that allows eligible employees to
purchase shares of common stock at a price equal to 95% of the lower of the fair market value of the common
stock at the beginning of the offering period and the end of the offering period. The compensation committee
administers the plan, under which the Company has reserved for issuance 1,500,000 shares of common stock,
Compensation expense for the employee stock purchase plan is recognized on a straight-line basis over the
offering period. Each offering period has a six-month term, which runs either from January 1 to June 30 or from
July 1 to December 31. For the fiscal year ended June 30, 2008 the Company recorded compensation expense of
$82,000. During the fiscal year 2008 the Company issued 5,861 shares under the ESPP, representing
approximately $106,000 in employee contributions accumulated up through the purchase of shares in January
2008. As of June 30, 2008 the employee contributions totaled $221,000 which were used to puichase 9,637
shares in July 2008,

2006 Securities Purchase Plan

In November 2006, the board of managers adopted the 2006 Securities Purchase Plan. In January and
February 2007, pursuant to securities purchase agreements, 24 employees purchased common equily interests in
the Company that were converted into approximately 740,000 shares of common stock. Pursuant to such
agreements, the shares of stock held by these employees remains subject to vesting over a five-year period, and
unvested shares remain, under certain circumstances, subject to repurchase by the Company or, to the extent the
Company does not repurchase, by affiliates of GTCR Golder Rauner I, L.L.C. (“GTCR"), a private equity
investor in the Company. No additional equity will be issued under this plan.
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Restricted Stack—The Company has a restricted stock program under which shares of comrmon stock have
been issued to certain employees. These shares are restricted as to transfer and in certain circumstances must be
returned to the Company at the original purchase price. The Company records stock compensation expense
relating to the issuance of restricted stock over the period during which the transfer restrictions exist, which may
be up to five years from the date of grant. The value of the Company’s restricted stock, based on market prices, is
recognized as compensation expense over the restriction period in accordance to their vesting terms.

The stock-based compensation expense related to restricted stock/units included in the net income (loss) was
$3,710,000, $2,275,000 and $361,000 for years ending June 30, 2008, 2007 and 2006, rzspectively. During the
year ended June 30, 2006, the Company granted fully vested and nonvested restricted common units to certain
employees and directors and recorded $1,807,000 in deferred unit-based compensation and related amortization
expense of $285,000 related to the fully vested units and $76,000 related to the unvested units,

Our nonvested stock awards comprised of restricted stock and restricted stock units. A summary of the
status for nonvested stock awards as of June 30, 2008 and activities during fiscal years 2008 and 2007 is
presented as follows.

Weighted

Number of Average

restricted  Purchase price Fair value

common PEr COMMNON  per common

stock/units stock/unit stock/unit
Nonvested at June 30,2006 . ... ... ... ... . . i, 2,148,822 $0.30 $ 116
Granted ... ... . e 1,486,741 $0.24 $ 6.01
Vested ... e (614,822) $0.26 $ 341
R T (688,753)  $0.30 $ 2.02
Nonvested at June 30, 2007 . ... .. it 2,331,988 $0.27 $ 3.40
Granted .. ... e e e 204,726 $0.01 $24.84

Vested .. e e {1,640,649) $0.21 $ 2.68 1

Forfeited ... ... . ... . e (91,383) $0.26 $ 828
Nonvested at June 30,2008 .. ... ... ... 804,682 $0.20 $ 9.33

Due to the significant difference between the purchase price and fair value per common share/unit, the fair
value of the right to purchase these restricted shares/units and intrinsic value of the restricted shares/units were
equal.

The estimated total remaining unameortized compensation expense of $7,384,000, net of forfeitures, is
expected to be recognized over the remaining vesting period of 3.2 years. The fair value of awards granted and
vested during fiscal year 2008 was $4,708,000 and $2,610,000, respectively.

Stock Options—Stock options are granted 10 employees at exercise prices equal to the fair market value of
the Company’s common stock on the date of grant. Stock options are issued pursuant to & vesting schedule,
generally vest ratably over four years and have a term of 10 years, Compensation expense for stock options is
recognized over the requisite service period for each separately vesting portion of the stock option award. The
stock-based compensation expense related to stock options included in the net income (loss) was $1,056,000 and
$68,000 for the fiscal year ended June 30, 2008 and 2007, respectively. The estimated total remaining
unamortized compensation expense of $7,191,000, net of forfeitures, is expected to be recognized over the
rematning vesting period of 3.5 years.

The aggregate intrinsic value of total stock options outstanding and exercisable at June 30, 2008 was
$5,534,000 and $1,045,000, respectively and the aggregate intrinsic value for stock options exercised in fiscal
year 2008 was $28,000. The fair value of awards vested during fiscal year 2008 was $611,000. The weighted
average remaining contractual life of total stock options outstanding and exercisable at June 30, 2008 was 9.4 and
8.9 years, respectively,
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A summary of the Company’s stock option activity is as follows:

Number of  Weighted Average

Options Exercise Price
Outstanding at June 30,2006 . . ... _ —
Granted . .. o e e 428,400 $16.00
EXercised ..ttt e e e —_ —
Cancelled ... ..t e (4,800 $16.00
Outstanding at June 30,2007 .. ... ... o 423,600 $16.00
Granted . ..ottt e 719,203 $25.78
BXercised .. .ovr it (2,500 $16.00
Cancelled . . ...t i e e s (72,900) $17.19
Outstanding at June 30,2008 .. ........ .. .. ..ol 1,067,403 $22.49
Exercisable at June 30,2008 . ... .. . i 89,600 $16.00

Summarized information about stock options outstanding at June 30, 2008 is as follows:

Qutstanding Exercisable
Weighted Average Weighted
Range of Number of Remaining Life Exercise Price Number of Average Price
Exercise Prices Options (in years) (in dollars) Options (in dollars)
$1600-824.00 ....... ... .00 n 488,400 9.0 $17.47 89,600 $16.00
$2401-%83600 ........... oot 579,003 9.8 $26.60 — 5 —
Total ..o 1,067,403 9.4 $22.49 89,600 $16.00

The fair value for stock options granted was estimated at the date of grant with the following assumptions:

Years Ended
June 30,

2008 2007

Stock option grants:

Expected term of stock options (years) ... 6.1 6.1
Risk-free Interest TAtE . . ...ttt tun e iae et a e aes 12% 45%
VOLAtIHEY .. oo e e e 268% 32.8%
Weighted-average grant-date fair value (pershare} ....................... $9.03 $6.63

Pension Plans—The Company’s foreign subsidiaries sponsor various defined benefit plans and individual
defined benefit arrangements covering certain eligible employees. The benefits under these pension plans are
based on years of service and compensation levels. Funding is limited to statutory requirements. In
September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106 and 132(R)". This statement
requires a company to (a) recognize in its statement of financial position an asset for a plan’s overfunded status
or a liability for a plan’s underfunded status, (b) measure a plan’s assets and its obligations that determine its
funded status as of the end of the employer’s fiscal year, and (c) recognize changes in the funded status of a
defined benefit plan in the year in which the changes occur (reported in comprehensive income). The requirement
to recognize the funded status of a benefit plan and the related disclosure requirements were effective for the
Company as of the end of fiscal 2007 and the Company adopted the statement at that time. The adoption of SFAS
No. 158 resulted in a $492,000 reduction in stockholders’ equity, net of income taxes for fiscal 2007. The
measurement date for all plans is June 30 of each fiscal year.
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The change in benefit obligations and plan assets as well as the funded status of the Company’s foreign
pension plans were as follows (in thousands):

June 30,
2008 2007
Change in plan assets:
Fair value of plan assets—beginning of year .. ...................... $53,000 $ 27,700
Net transfer, including effect of business combination ................ 7,500 22,300
Actual return on plan assets . ... ... i e i 2,200 1,300
Employercontributions . .......... .. ... oo 4,100 4,100
Participant contributions . ........... ... i i 800 900
Benefits and expensespaid ............ . ... .. .. . o, (3,500) (4,700)
Settlement .....ovir i e e (3,500) —
Foreign currency exchangerate changes . .......................... 11,200 1,400
Fair value of plan assets—endof year . ............ ... ... ... .. a... 71,800 53,000
Change in benefit obligation:
Benefit obligation—beginning of year ....................., e $63,300  $ 32,800
Net transfer, including effect of business combination ................ 7,700 26,300
S TVICR COSt ..ttt e e 3,400 3,400
terest COSt ottt e e e e e 3,300 2,700
Participant contributions ........... ... ... . . i, 800 900
Actuarial (gain) loss .. ... ... e {7,300} 300
Benefitsand expensespaid ......... ... .. . i i (7,000) {4,700)
Foreign currency exchange ratechanges . .......................... 12,600 1,600
Projected benefit obligation—end of year ., .......,... ... ... ... ... $76,800 3 63,300
Funded status—plan assets less benefit obligation ....................... £(5,0000 $(10,300)
Unrecognized net actuarial (gain) loss due 10 experience different than
assumed ... e e, R — —_
Accrued pension liability . ....... ... ... . . . L $(5,000) $(10,300)

Net transfers of plan assets and benefit obligations are the result of the Company’s acquisition of CSG in
April 2006. During the fiscal year ended June 30, 2007, retirement plans that were included in the Company’s
purchase of CSG, and were previously accounted for as defined contribution plans, were determined to be
defined benefit plans under SFAS No.87. During the fiscal year ended June 30, 2007, the funded status of these
acquired plans was recorded as an adjustment to the purchase price allocation.

The impact of the adoption of SFAS No. 158 in fiscal year 2007, comprising actuarial gains and losses,
resulted in a reduction to stockholders’ equity of $492,000 and consists of an increase (decrease) to the following
accounts in the consolidated balance sheet (in thousands);

Other liabilities (NON-CUTTENL) . ... ...ttt i it e et it e et i iaa s 559
Long term deferred income tax labilities .......... .. i i i 67
Impact to stockholders” equity . ... ... .. o e $(492)

The amount recognized in the consolidated balance sheet (in thousands) as of June 30, 2008 consisted of:

NOD-CUITENEL B85€LS | . . oo ottt e ettt it e am e et ittt 700
Non-current liabilities . .. .. ... ... i e e (5,700}
Netamountrecognized .. ... .. .. i i e e $(5,000)




The accumulated benefit obligation for all defined benefit pension plans was $70,500,000 and $56,300,000
at June 30, 2008 and 2007, respectively.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the
Company’s pension plans with accumulated benefit obligations in excess of plan assets were $76,800,000,
$70,500,000 and $71,800,000, respectively, as of June 30, 2008.

The components of net pension expense were as follows (in thousands):

Fiscal Years Ended June 30,

2008 2007 2006
Service cost—benefits earned during the period ............ ... s $3400 $3,400 $ 200
Interest cost on projected benefits . ... ... 3,300 2,700 400
Expected return on plan assets . ..., ...vueen it e (3,000) (2,400) (300)

$3,700 $3,700 § 300

General assumptions used to determine the actuarial present value of benefit obligations were:
Fiscal Years Ended June 30,
2008 2007 2006

DISCOUNE FALE . o o oot ettt it et e et ia et n e aa e aa e 507% 4.21% 4.75%
Increase in compensation levels .. ..., oo o iiiii e 2.19 1.89 1.95

General assumptions used to determine the net pension expense for the fiscal years ended June 30, 2008,
2007 and 2006 were:

Fiscal Year Ended June 30,
2008 2007 2006

DISCOUMLTALE & o v ot e e et e e e e e ettt e e e e s e e et et ar e n i an e s sasnnas 422% 4.09% 4.60%

Expected tong-term rate of Teturn 0n assets ... oo 4.43 4.24 4,60
Increase in compensation levels ..., . ... oo 2.02 1.99 1.95

The discount rate is based upon published rates for high-quality fixed-income investments that produce cash
flows that approximate the timing and amount of expected future benefit payments.

The weighted-average long-term expected rate of return on assets assumption is 4.43%. This percentage has
been determined based on historical and expected future rates of return on plan assets considering the target asset
mix and the long-term investment strategy.

Plan Assets. The plan assets of the pension plans are the liability of insurance companies and benefit
payments are fully insured. The insurance companies invest the plan assets in accordance with the terms of the
insurance companies’ guidelines and the Company has no control over the investment decisions made by the
insurance companies. The insurance companies invest virtually the entire pension plan portfolio in fixed income
securities.

Contributions. The contribution for the year ended June 30, 2008 was $4,100,000. The minimum required

contribution and expected contribution to the Company’s pension plans are $4,000,000 for the year ending
June 30, 2009,
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Estimated Future Benefit Payments. The benefits expected to be paid for fiscal 2009 and the fiscal years
ending June 30, 2010 through June 30, 2013, are $1,400,000, $1,700,000, $4,100,000, $2,100,000 and $2,300,000,
respectively. The aggregate benefits expected to be paid in the five years ending June 30 from 2014 10 2018 are
$17,200,000. The expected benefits to be paid are based on the same assumptions used to measure the Company’s
pension plans’ benefit obligation at June 30, 2008, and include estimated future employee service.

Retirement and Savings Plan—The Company has defined contribution plans that cover most of its
domestic employees. This 401(k) plan provides Company matching under various formulas. The costs for the
domestic associates plans for the fiscal years ended June 30, 2008, 2007 and 2006, were $1,482,000, $1,096,000,
and $300,000, respectively.

The Company’s foreign subsidiaries have defined contribution plans that cover certain international
employees. These retirement savings-type plans provide company matching under various formulas. The
Company’s match amounted to approximately $3,300,000, $3,000,000 and $700,000 for the fiscal years ended
June 30, 2008, 2007 and 2006, respectively.

12. RELATED-PARTY TRANSACTIONS

In connection with the Unit Purchase Agreement between the Company and GTCR. the Company entered
into a professional services agreement (the “Professional Services Agreement’”) with GTCR as of April 1, 2005.
This agreement provides for GTCR to provide certain professional services in exchange for annual management
fees of $250,000 commencing when Solera, Inc. has consolidated EBITDA of at least $3,000,000. Pursuant to the
Professional Services Agreement, the Company incurred management fees of approximately $ 0, $203,000 and
$53,000 for the fiscal years ended June 30, 2008, 2007 and June 30, 2006, respectively. The Professional
Services Agreement also provides for GTCR to receive a placement fee of one percent of the gross amount
financed pursuant to certain issuances of equity and debt. In connection with the raising of equity and debt
financing, the Company incurred placement fees during the fiscal year ended June 30, 2006 of $10,900,000, of
which $2,180,000 was recorded as an equity issuance cost and $8,720,000 was included in debt issuance costs.

Certain minority stockholders of the Company’s international subsidiaries are also commercial purchasers
and users of the Company’s software and services. Revenue transactions with all of the individual minority
stockhelders in the aggregate represent less than 5% of the Company’s consolidated revenue,

In February 2006, the Company entered into an advisory services and success agreement (the “Advisory
Services Agreement”) with a member of its board of managers. Pursuant to this agreement, in exchange for
advisory services rendered, the Company agreed to pay the board member, upon consummation of the April 2006
acquisition, the lesser of $4,500,000 or a specified dollar formula calculated as a percentage of the acquisition
purchase price. Based on the final purchase price of approximately $1.0 billion, the Company paid the board
member approximately $3,800,000 for services rendered in conjunction with the April 2006 acquisition during
the fiscal year ended June 30, 2006. This amount is recorded as a cost of the April 2006 acquisition.

13. INCOME TAXES

The compoenents of income (loss) before income taxes attributable to domestic and foreign operations are as
follows (in thousands):

Fiscal Years Ended June 30,
2008 2007 2006
Income (loss) before income taxes and minority interest:
DOMEStiC . . .. e $(19,821) $(48,759) $(16,418)
Borel N e 61,997 (28,870) (2,816)

$42,176 $(77,629) $(19,234)
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The federal, state and foreign tax provision (benefit) are summarized as follows (in thousands):

Fiscal Years Ended June 30,
2008 2007 2006
Current:
Federal .. ..o vttt e e $ 1,829 § (464) § —
o R R R EEREE 25,698 21,907 4,573
I« . et e et e e e 2,193 (372) 6
TOtal CUITENL -« o v v et v et e ettt i ir e eem et e e naannaanasn 29.720 21,071 4,579
Deferred:
|2 AL v A U 17,501  (13,417) (4,057)
FOTEIEN .. ottt et ettt e (12,538) (8,293 (965)
LT =TT O S (348) (132) (825)
Total deferred .. ... oottt ittt e e 4,615 (21,844) (5,847)
Total income tax provision (benefit) ....... ... ...l $34,335 § (773) 5(1,268)
A reconciliation between the Company’s effective tax rate on income from operations and the U.S. federal
statutory rate is as follows (amounts in thousands):
Fiscal Years ended June 30,
2008 2007 2006
Amount Percent Amount Percent Amount Percent
Income tax provision (benefit) at U.S. statutory
TALE .« vt et e et $14,762  35.0% $(27,170) (35.00% $(6,732) (35.0)%
(Increase) decrease in benefit from:
State taxes—net of federal tax benefit ......... (64) (0.2%) (373) (0.9 533) (2.8)%
Foreign tax rate differential ................. (2,312)  (5.5%) 1,257 1.6% 1,301 6.8%
Impact on deferred taxes due to increase
(reduction) in foreign income tax rate ....... (8,351) (198)% 2,743) (3.5)% 62 0.3%
Change in valuation allowance .............. 30,665 72.7% 18,486 23.8% 3,069 16.0%
LLC income not subject to entity level income
17 S G — — 922 1.2% 1,395 71.3%
Non-deductible interest ........... . ... ..., — — 5,728 7.4% — —
Withholding taxes ........ ... oaann. 1,872 4.4% 1,864 2.4% — -
Stock based compensation .. ...... ... ... 561 1.3% — - — —_
Taxcredits . ..o vvnr e (2,491) (5.9%) — —_ — —
(911171 o PP (307  (0.6%) 1,256 1.6% 170 0.8%
Total income tax provision (benefit) .......... $34335 814% $ (773) (1.0)0% $(1,268) (6.6)%
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The significant components of deferred income tax assets and liabilities and their balance sheet
classifications are as follows (in thousands):

June 30,
2008 2007
Deferred tax assets:
Accrued expenses not currently deductible ........ ... ... ... oo L $ 5226 § 3234
Depreciation and amortization .......... ... ... .. o e, 1,434 2,377
Netoperating losses ........... o oo ittt i, 33,054 28,966
Intangibles ... ..ot 10,629 6,170
Tax credit carryovers and other ... ... . it e, 14,284 4,567
64,627 45,314
Less valuation allowances ............ ... it (54,663)  (18,231)
Deferred tax assets—nel .. ..., .ot e 9,964 27,083
Deferred tax liabilities:
AMOMIZAON . ..o e 351 1,885
Intangibles . ... ... e e 29,046 40,202
L 1o 8,003 1,911
Deferred tax liabilities .......... .. ... i 37,400 43,998
Net deferred tax liabilities . ... ... . .. . .. . . . $(27,436) $(16,915)

The Company has U.S. federal, state and foreign net operating loss carry-forwards of approximately
$143,693,000 at June 30, 2008. The Company also has U.S. federal and state research and development tax credit
carry-forwards of approximately $1,021,000 and $2,159,000, respectively, and foreign tax credit carry-forwards
of $2,908,000. $4,745,000 of these tax carry-forwards have an indefinite utilization period and the remaining tax
carry-forward wiil expire at various times beginning in 2010 through 2027, if not utilized.

Utilization of the Company’s U.S. federal and certain state net operating loss and tay. credit carryovers may
be subject to substantial annual limitation due to the ownership change limitations provided by the Internal
Revenue Code and similar state provisions, Such an annual limitation could result in the expiration of the net
operating loss carry-forwards before utilization.

The increase in valuation allowance at June 30, 2008 is primarily attributed to the establishment of a full
valuation allowance against the Company’s U.S. net deferred tax assets. Valuation allowances are established
and maintained for deferred tax assets on a “more likely than not” threshold. The Company has considered the
following possible sources of taxable income when assessing the realization of the deferred tax assets: (1) future
reversals of existing taxable temporary differences; (2) taxable income in prior carryback years; (3) tax planning
strategies; and (4) future taxable income exclusive of reversing temporary differences and carryforwards.
Reliance on future U.S. taxable income as an indicator that & valuation allowance is not required is difficult when
there is negative evidence such as in the Company’s situation where the Company has cumutative U.S losses in
recent years. In considering the evidence as to whether a valuation allowance is needed, the existence of
cumulative losses in recent years is a factor that is accorded significant weight in the Company’s assessment.
Income forecasts were considered in conjunction with other positive and negative evidence, including the
Company's current financial performance and the on going debt service costs related to the Company’s U.S.
external borrowing arising from the April 2006 acquisition. As a result, a determination was made that there was
not sufficient positive evidence to enable the Company to conclude that it was “more likely than not” that these
deferred tax assets would be realized. Therefore, the Company has provided a full valuation allowance against
the Company’s U.S. net deferred tax assets. This assessment will continue to be undertaken in the future. The
Company’s results of operations may be impacted in the future by the Company’s inability to realize a tax benefit
for future tax losses or for nems thar will generate additional deferred tax assets. The Company’s results of
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operations might be favorably impacted in the future by reversals of valuation allowances if the Company is able
to demonstrate sufficient positive evidence that the Company’s deferred tax assets will be realized.

The Company has recorded valuation allowances for deferred tax assets of $54,663,000 and $18,231,000 at
June 30, 2008 and 2007, respectively. The $54,663,000 valuation allowance for deferred tax assets as of June 30,
2008 is comprised of approximately: $50,441,000 charged against income tax expense while $1,082,000 is
charged against goodwill and $ 3,140,000 is charged against equity. If the valuation allowance is fully realized,
$1,082,000 will reduce goodwill and noncurrent acquisition-related intangible assets, $3,140,000 will reduce
equity and the balance of $ $50,441,000 will reduce income tax expense.

The Company also recorded a valuation allowance of $1,048,000 for deferred taxes that was altributable to
the tax benefits of stock option deductions which will be credited to equity when realized.

Income tax payments were approximately $25,851,000 and $22,464,000 for the fiscal years ended June 30,
2008 and 2007, respectively, for payments made directly by the Company.

The undistributed earnings of the Company’s foreign subsidiaries as of June 30, 2008 are considered to be
indefinitely reinvested and, accordingly, no U.S. income taxes have been provided thereon. Upon distribution of
those earnings in the form of dividends or otherwise, the Company would be subject to both U.S. income taxes
(subject to an adjustment for foreign tax credits) and withholding taxes payable to various foreign countries.

The Company adopted FIN No. 48 on July 1, 2007. At adoption, the Company recorded $1,027.000
cumulative credit adjustment to decrease the accumulated deficit.

A reconciliation of the beginning and ending amount of total unrecognized tax benefits is as follows (in thousands):

Gross unrecognized tax benefits balance at July 1,2007 ..........cooovnn $ 8,387
Increase related to prior year tax positions . ... 4,126
Decrease related to prior year tax positions ... 0
Increase related to current year tax position ... 4,785
Settlements with tax authoOries . . ... ..o riiin i 0
Decrease related to lapse of statute of limitations .......... ..ot 0

Gross unrecognized tax benefits balance at June 30,2008 .. ... ... .. ... ... $17,298

Included in the balance of total unrecognized tax benefits at June 30, 2008, are potential benefits of
$10,837,000 which, if recognized, would affect the effective tax rate on income from continuing operations.

The Company files U.S. federal income tax returns as well as income tax returns in various states and
foreign jurisdictions. Pursuant to the Acquisition Agreement dated February 8, 2006, ADP has indemnified all
pre-acquisition period related income tax assessments arising from such tax examinations of CSG. As such, the
Company is responsible for all income tax assessments arising from tax examinations pertaining to the post-
acquisition period.
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As of June 30, 2008, the Company had no accrued interest expense related to the unrecognized tax benefits,
The Company recognizes interest accrued and penalties, if incurred, related to unrecognized tax benefits as a
component of income tax expense. This policy did not change as a result of the adoption of FIN No. 48.

14. CONTRACTUAL COMMITMENTS, CONTINGENCIES, AND OFF-BALANCE-SHEET
ARRANGEMENTS '

The Company has obligations under various facitities and equipment leases and sofiware license
agreements. Total expense under these agreements was approximately $14,544,000, $17,031,000 and $2,664,000
for the fiscal years ended June 30, 2008, 2007 and 2006, respectively, with minimum commitments at June 30,
2008, as follows (in thousands):

2009 ...l O N $27,374

200 e e e 14,214
7. T 9,924
1 8,085
2 7017
Thereafter . . o e e e 9,474
TOtal . e e e e $76,088

In addition to fixed rentals, certain leases require payment of maintenance and real estate taxes and contain
escalation provisions based on future adjustments in price indices.

In the normal course of business, the Company enters into contracts in which it makes representations and
warranties that guarantee the performance of the Company’s products and services. Losses related to such
guarantees were not significant during the fiscal years ended June 30, 2008, 2007 and 2006.

The amounts exclude $9.8 million of liabilities under FASB Interpretation No, 48, Accounting for
Uncertainty in Income Taxes, as the Company is unable to reasonably estimate the ultimate amount or timing of
settlement. See Note 13, Income Taxes, in the Notes to Consolidated Financial Statement for further discussion.

15. COMPREHENSIVE INCOME (LOSS)

The components of comprehensive income for the fiscal years ended June 30, 2008, 2007 and 2006 are as
follows:

Fiscal Years Ended June 30,

2008 2007 2006
Netincome (108S) .. .. oot e e e $ 598 $(80,906) $(18,88N
Other Comprehensive income (loss):
Foreign currency translation adjustments .. .............. 58,746 4816 3,763
Unrealized net gain (loss) on derivative instruments, net of
X e e e (5,474) (1,065} —
Unrealized income from SFAS No. 158 Pension, net of
L2 5,271 — —

Comprehensive income (loss) ................ccoiiviionnn, $59,141  $(77,155) §(15,124)
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16. SEGMENT AND GEOGRAPHIC INFORMATION

The Company manages its business operations through two strategic business units. Based upon the
information reported to the chief operating decision maker, who is the Chief Executive Officer, the Company has
the following two reportable segments: EMEA and Americas. The EMEA business unit encompasses the
Company’s operations in Europe, the Middle East, Africa and Asia. The Americas business unit encompasses the
Company’s operations in North America, and Central and South America. Prior to December 1, 2006, the
Company was organized into three reportable segments: EMEA, Americas and Netherlands. Since the initial
filing of the Company’s consolidated financial statements as part of a Registration Statement on Form §-1 for the
Company’s initial public offering, the Company has presented the disclosures as required by SFAS No. 131,
Disclosures about Segments of an Enterprise and Related Information, for all periods presented to conform to the
segment structure in place beginning as of December 1, 2006. Based on management fee studies, the Company’s
Corporate segment allocates certain costs related to providing services to its reportable segments. These costs are
managed at the Corporate level and include costs related to financing activities, business development and
oversight, and tax, audit and other professional fees of the Company. The Company evaluates the performance of
its reportable segments based on operating results before income taxes:

(in thousands) EMEA Americas Corporate Total

Fiscal Year Ended June 30, 2006

REVEIUES .« - o v vt v e e e ie ettt e e $ 54933 $ 40,151 § — % 95084

Earnings (loss) before income taxes and minority interest ... 6,171 (4,067)  (21,338) (19,234)
ASELS © o et e e e 893,334 315,340 44331 1,253,005

Capital expenditures . . ... 1,830 2,282 — 4112

Depreciation and amortization .. ......... .. e 13,202 10,369 — 23,571

INTErest EXPEMSE L .\ vvn v e irirn ey 1 9 14,832 14,842

Other (iNCOME) EXPENSE===NEl o' vv v v o iaeerrrssreennnes (485) (182) 2,503 1,836

Fiscal Year Ended June 30, 2007

REVEIUES .+ v v v e tee et et eae et e anns 280,112 191,848 — 471,960

Earnings (loss) before income taxes and minority interest . .. 39,270 499  (117,398) (77.629)
ASSEES + ottt s 883,911 327,865 12,177 1,223,953

Capital expenditlres . . . ... coovviir 7,220 20,010 —_ 27,230

Depreciation and amortization . ... 58,606 45,813 —_ 104,419

TNMErESt EXPENSE .. v v vt vvtevan e e 47 218 69.416 69,081

Other (income) eXpense—net .. .. ......cevveonurrens. (3,568) (306) 35,383 31,509

Fiscal Year Ended June 30, 2008

REVEIMUES - et eee e e teatae e inaanaean e eaan 334,176 205,677 —_ 539,853

Earnings (loss) before income taxes and minority interest ... 82,593 31,124 (71,541} 42,176

AASSBES « o o et e 1,026,879 300,310 4566 1,331,755

Capital expenditures . . .......... v 8,630 10,191 — 18,821

Depreciation and amortization . ........ ... 57,524 37,742 — 95,266

INEErESt XPEMSE .« oo vt vt e eiisrnnrrn s aaann e 60 302 45,368 45,730

Other (income) eXpense—nel . ...« .ooeeriiiieaaaeeans (8,120) (983) (415) (9,518)
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The Company conducts its sales, marketing and customer service activities throughout the world.
Geographic revenue information is based on the location of the customer. No single country outside the United
States, the Netherlands, the United Kingdom and Germany accounted for 10% or more of total external revenue

or of long-lived assets.

(in thousands)

United The United All

Europe* States Netherlands Kingdom Germany Other Total
Fiscal Year Ended June 30, 2006
Revenues ..................... $ 23924 § 31,018 $11301 $ 8760 $ 9438 $10,643 § 95,084
Property and equipment—net . . ... 10,754 12,901 487 3,949 4,088 2,106 38,285
Fiscal Year Ended June 30, 2007
Revenues ..................... $118,955 $146,392 $56,898 550,814 $46,220 $52,681 $471,960
Property and equipment—net .. . .. 6,003 26,214 311 8,149 8,269 2,539 51,485
Fiscal Year Ended June 30, 2008
Revenues ..................... $141,219 $147875 $62,554 $57.819 $52,450 $77,936 $539.853
Property and equipment—net . . ... 4,392 22,554 290 8,681 3473 4,853 49 243

* Excludes the Netherlands, the United Kingdom and Germany, which are shown separately.

17. QUARTERLY FINANCIAL RESULTS (UNAUDITED)

Summarized unaudited quarterly results of the Company’s continuing operations for the two fiscal years

ended June 30, 2008 and 2007 are as follows:

(in thousands except per share data)

Year Ended June 30, 2008

Gross profit
Net loss
Dividends and redeemable preferred unit accretion
Net loss allocable to common stockholdersfunitholders
Net toss allocable to common stockholders/unitholders per
share/unit:
Basic

Year Ended June 30, 2007

Revenues
Allocated cost of revenues
Gross profit
L U . R
Dividends and redeemable preferred unit accretion
Net loss allocable to common stockholders/unitholders
Net loss allocable to common stockholders/unitholders per
sharefunit:
Basic and Diluted

...........................................

First Second Third Fourth
Quarter Quarter Quarter Quarter
$124,181 $132.089 $138,040 $145,534
66,932 68,759 69,004 71,620
57,249 63,330 69,045 73,912
3,854 11,009 7,308  (21,573)

¢ 3854 11009 § 7308 $(21,573)
$§ 006 $ 017 § 011 § (034
$ 006 3 017 § 011 % (034
First Second Third Fourth
Quarter Quarter Quarter Quarter
$111,482 S116,237 $121,701  $122,540
70,199 72,050 72,832 74,472
41,283 44,178 48,869 48,068
(17,880 (11,97%) 9,751) (41,287)
4,191 4,276 4,267 1,880

$(22,081) $(16,254) $(14,018) $(43,167)

$ 076 $ (0.56) & (0.48) § (090
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INDEPENDENT AUDITORS’ REPORT

To the Board of Managers of
Solera Holdings, LL.C
San Ramon, California

We have audited the accompanying combined balance sheets of Claims Services Group (entities commonly
controlled by Automatic Data Processing, Inc.) (the “Company™) as of June 30, 2004 and 2005, and the related
combined statements of earnings, group equity, and cash flows for the years ended June 30, 2004 and 2005 and
for the period from July L, 2005 through April 13, 2006. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our andits in accordance with auditing standards generally accepied in the Uniied States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financtal reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation, We believe that our audits provide a reasonabie basis for our opinion.

In our opinion, such combined financial statements present fairly, in all material respects, the financial
position of the Claims Services Group as of June 30, 2004 and 2005, and the results of its operations and its cash
flows for the years ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, in
conformity with accounting principles generally accepted in the United States of America.

fs/ DELOITTE & ToucHE LLP
San Jose, California
February 12, 2007
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CLAIMS SERVICES GROUP
COMBINED BALANCE SHEETS
AS OF JUNE 30, 2004 AND 2005
(In thousands)

2004 2005
ASSETS
CURRENT ASSETS:
Cash and cash equivalents . . ......oui e e $107.824 $121,313
CaSH I BSCIOW - o ot et et e it e e e e e 6,056 1,853
ACCOUNTS TeCeivablE—IIBL . . . o ottt it it e e 58,511 69,114
Other CUITENE ASSETS . o . v vt v et e e et e s et eeneen e at e isanaareaneenesan 12,424 12,229
Deferred INCOIME LAXES & v v v vt et ettt aaeer e m et s ar s aeaneanaann 8,126 7,738
Notes receivable from affiliated parties .. ....... ... .o oo it — 2,825
Assets of discontinued Operations . ... ... it i - 2,848 199
TOtal CUITENE ASSELS & . v v v e vt ee e vt v tee e e eaecm s an i eeeness 195,780 215,271
PROPERTY AND EQUIPMENT-=NEt .. ...ttt 37.641 33,456
OTHER ASSET S ..ottt et ettt e e et e e e ey 1,836 352
NOTES RECEIVABLE FROM AFFILIATED PARTIES . ..... ... ... iiiii it 2,875 14,166
DEFERRED INCOME TAXES ... ittt e e i i e 547 561
GOODWILL . o et it i ettt et i e 149,152 156,009
INTANGIBLE ASSETS—Net ...ttt is ettt e e i ieama s 168,929 188,250
TOTAL .« oo e ottt e e e e et e et e e e e e e e $556,769 $608,065
LIABILITIES AND GROUP EQUITY
CURRENT LIABILITIES:
Accounts payable ... ... ... $ 15,877 § 23,513
Accrued expenses and other current liabilities ............ ... ... 78.966 83,861
Income taxes payable .. ... ... 13,504 21,736
Deferred INCOME TAXES & v v v s v e e ettt et as oo em e eaaae i tnanranesass 4438 3,935
Notes payable to affiliated parties .. ...... .. ... oiiii 799 14,080
Liabilities of discontinued operations . ......... oottt 4,841 195
Total current lHabilities ... .ottt e e 118,425 147,320
OTHER LIABILITIES ..ot ittt ee e ettt e e aanaees 1,556 1,590
DEFERRED INCOME TAXES ... ittt i 50,621 47,138
DEFERRED REVENUES ..ottt ittt e e e e e it 1,220 2,839
NOTES PAYABLE TO AFFILIATED PARTIES .. ... ... e 4,285 3,231
Total abilIes .. oottt e e e e 176,107 202,118
MINORITY INTERESTS IN CONSOLIDATED SUBSIDIARIES .................. 4,276 6,665
GROUP EQUITY ...ttt i 376,386 399,282
0 (02 17 7 U $556,769 $608,065

F-36




CLAIMS SERVICES GROUP
STATEMENTS OF COMBINED EARNINGS

YEARS ENDED JUNE 34, 2004 AND 2005 AND
PERIOD FROM JULY 1, 2005 THROUGH APRIL 13, 2006

(In thousands)

Period from
July 1, 2005
Years Ended June 30 ‘;:;:lolu]"";:
2004 2005 2006
RV IS L L i e $361,17% $412,355 $335.146
Operating 8Xpenses . ... ... it e 107,590 117,361 101,995
Selling, general and administrative eXpenses ...................c..o.n... 94,757 112,480 87,033
Systems development and programming costs ... ..., 57,465 62,690 52,306
Depreciation and amortization .............. ... . ... i 28,754 34,335 28,894
Restructuring charges (benefit) .......... ... ... . ... . ... ... ... 1,740 5,512 (468)
Impairment charges . ......... .. ... ... . . i 4,214 — -
Interest expense .. ... ... e e 271 334 318
Other (income) eXpense—net .. ... ... vt a e (1,323) (4,065) (3,069)
Total Operating eXpenses .. .......vue it rnen et 203 468 328,647 267,009
Earnings from continuing operations before provision for income taxes,
minority interests, and loss (income) from discontinued operations, net of
benefit from income taxes ........... . . it i 67,711 83,708 68,137
Provision for income taxes . ... ...t e 22,124 24,030 23,688
Minority interests in net income of combined subsidiaries ............... 1,229 1,909 3,468
Earnings from continuing operations before loss (income) from discontinued
operations, net of benefit from incometaxes ........................ 44358 57,769 40,981
Loss {income) from discontinued operations, net of benefit from income
taxes of $4,828 and $82 for the years ended June 30, 2004 and 2005,
TESPECHVELY . . . e (3.816) 128 —
Nt CaAIMINES . ..ttt ettt et et e e e e e $ 48,174 % 57,641 §$ 40981
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CLAIMS SERVICES GROUP
STATEMENTS OF COMBINED GROUP EQUITY

YEARS ENDED JUNE 30, 2004 AND 2005 AND
PERIOD FROM JULY 1, 2005 THROUGH APRIL 13, 2006

(In thousands)

Group Comprehensive
Equity Income
BALANCE—IJuly 1,2003 .. ... ... . i $228.307 5§ —
NEtBAIMIIES .+« oot v v v vt e ettt e e an oo e e e 48,174 48,174
Foreign currency translation adjustments .. ............ ... e 2,059 2,059
Minimum pension liability adjustment, net of tax of $(6) ................... 14 14
Comprehensive INCOME . .. .o\ o oot $50,247
Dividends paid . ... ... .o s (26,277)
Advances from Parent and affiliates ... ....... ... i i, 124,109
BALANCE—June 30, 2004 .. ... . . it 376,386
NET@AMINES « o v v v everee et e aaine i an e e s e 57,641 $57.641
Foreign currency translation adjustments ... ............ ool 10,853 10,853
Minimum pension liability adjustment, net of tax of $357................... (391) (591)
Comprehensive iMICOME . ... .. vut e et $67,903
Dividends paid . ......... . i e e {21,276)
Returns to Parent and affiliates . ... .oovr vt ie it (23,731)
BALANCE—June 30, 2005 ...ttt 399,282
N [ =T o111 T4 SO R R R R R 40,981 $40,981
Foreign currency translation adjustments ... ......... ..o, (997) (997)
Comprehensive iNCOME . ... ..\ .o tait et nas $39,984
Dividends paid ... oot e (91,043)
Returns to Parent and affiliates . . ... .. oo o nn it i it s 15,741
BALANCE—April 13,2006 ... ... . oot $363,964
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CLAIMS SERVICES GROUP

STATEMENTS OF COMBINED CASH FLOWS

YEARS ENDED JUNE 30, 2004 AND 2005 AND
PERIOD FROM JULY 1, 2005 THROUGH APRIL 13, 2006

{In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Neteamings ... ... ittt e e e

Adjustments to recencile net earnings to net cash flows provided by operating

activities:

Loss from discontinued operations, netoftax ...... ... ... ... ... ...
Gain on disposal of discontinued operations, netoftax .. ................
Depreciation and amortization .. ...... ... .. .. o e
Deferred income taxes ............. . i i
Restricted stock compensation expense . ............ .. cueieeiiia....
Minerity interests in net income of consolidated subsidiaries .............
Provision for doubtful accounts . ....... ... ... oLl
Impairment of intangible assels .. .. ... ... . i
Other .. . e

Net change in assets and liabilities of discontinued operations ............

Changes in operating assets and labilities, net of effects from acquisitions
and divestitures of businesses:
Receivables . ... ... i e
DT a8SetS . . Lottt
Accountspayable .. ... L
Accrued expenses and other liabilities . ... ... .. .. . . oL
Incometaxes pavable ....... ... .. e

Net cash flows provided by operating activities . . ..................

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures . ........... ... ... ... ..
Additions teintangibles ... ... .. o oo oo oo
Acquisitions of businesses, net of cash acquired ...............

Cash paid from (deposited in) escrow account for acquisitions of businesses . . . ..

Proceeds from the sale of businesses . .......................
Disbursements for notes receivable from affiliated parties .......
Proceeds from notes receivable from affiliated parties ..........
Other .. e e

Net cash flows used in investing activities . ........, ..

CASH FLOWS FROM FINANCING ACTIVITIES:
Additions to notes payable to affiliated parties ................
Payments on notes payable to affiliated parties ................
Net (retumns) advances of investments to Parent and affiliates . . ..
Cash dividends paid to Parent and affiliates . . ............... ..

Net cash flows (used in) provided by financing activities

EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH
EQUIVALENTS ...\ttt ettt

NET CHANGE IN CASH AND CASH EQUIVALENTS ,..........
CASH AND CASH EQUIVALENTS—Beginning of period .........

CASH AND CASH EQUIVALENTS—End of period . .............

Cash payments made forinterest ............ciiinennanin

Cash payments made for income taxes ......................

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Period from
July 1, 2005

Years Ended June 30 f{gl:lulg;
2004 2005 2006
§ 48,174 §$ 57,641 $ 40,981
3,844 128 —
(7,661) —_ —_
28,754 34,335 28,894
(2,114) {5,989 {1,629}
268 476 7.443
1,229 1,909 3,468
644 1,313 981
4214 — —
164 778 130
(1,620 (1,997) _—
(4,890 (4,957) (5,157)
(2,064) 540 (1,250)
(2,731) 7,335 (12,811
5,634 9,682 (4,047)
2,171 5,646 (5,680)
74,017 106,840 51,325
(15,980 (7,659) (9.671)
(10,306) (9,451) (6,922)
(116,788) (36.456) (3.403)
(6,056) 4,203 1,853
5,369 — —
(917) (i4,345) (17,311
2,994 229 16,991
456 504 —
(141,228)  (62,975) (18,464)
899 14,686 —
29 (2,459 —
121,606 (24,320 8,256
(26,277)  (21,276) (91,043
96.199 (33.369) (82,787
1,950 2,993 6.741
30,938 13,489 (43,185)
76,886 107,824 121,313
$ 107,824 $121,313 $ 78,128
h3 745 $ 862 § —
$ 11,651 $ 13,329 $ 13,940




CLAIMS SERVICES GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2004 AND 2005 AND
PERIOD FROM JULY 1, 2005 THROUGH APRIL 13, 2006

(In thousands, except per share and share amounts)

1. ORGANIZATION AND BASIS OF PRESENTATION

Description of Business—The Claims Services Group (the “Company”) of Automatic Data Processing, Inc.
(“ADP” or the “Parent”) provides software and services to the automobile insurance claims processing industry.
The Company classifies its operations into the following reportable segments: Automotive Claims Services,
Audatex, ADP Business Services, and Other. Automotive Claims Services provides insurance claims
management and collision repair management in North America. Audatex provides insurance claims
management and collision repair management in Europe, South America, South Africa and Asia. ADP Business
Services provides services that help the financial industry and related businesses to streamline end-to-end
processes used in property claims, risk management and distribution in the Netherlands.

Basis of Preparation—The combined financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America. These financial statements present the
combined financial position and results of operations of the Company, which are under common control and
common management. The historical financial results in the combined financial statements presented may not be
indicative of the results that would have been achieved had the Company operated as a separate, stand-alone
entity. The combined financial statements include all adjustments necessary for a fair presentation of the business
and all intercompany balances and transactions of the Company have been eliminated.

The accompanying combined financial statements include the accounts of the Company, which include the
following entities owned directly or indirectly, by the Company:

Entity QOwnership Location
ADP Claims Solutions Group, Inc. ... . i 100%  United States
Collision Repair Business Management LLP  ..............ooveinnn 100%  United States
ADPHollander Inc. . ... i i e 100%  United States
Integrated Medical Solutions, Inc. . ... 100%  United States
Sidexa S.A. (France) . ... ..o e 75%  France
Audatex Developpement France SAS . ....... ... ... 100%  France
Audatex Holding GmbH (Swiss) . ...y 100%  Switzerland
Audatex Osterreich GmbH (Austria) . ... ... it 100%  Austria
Informex S.A. (Belgium) . ... 98%  Belgium
Audatex Brasil Servicos Ltda. ... ... o i 100%  Brazil
Audatex Ceska Republica a.s. (fka Mobil Dataas.} ..........ooooveeen 100%  Czech Republic
Audatex Deutschland Datenverarbeitungs GmbH . .............. ... ... 100% Germany
Audatex Daten Internationale Datenentwicklungs GmbH . ............... 100%  Germany
Audatex (UKYLimited .. ... ... e 100%  United Kingdom
Audatex Magyarorszag Kft. (Hungary) .......... . .o 100% Hungary
Audatex Espana S.A. ... . e 75%  Spain

Audatex Datos Espana S.A. ... . i 88%  Spain

Audatex Polska Sp. Z00. .. ..o e 100% Poland
Audatex Portugal S.A. ... 51% Portugal
Audatex SA, (Piy)Ltd. ... 100%  South Africa
Audatex Systems GmbH (Swiss) . ........ .o 100%  Switzerland
Audatex GmMbH (SWISS) . ..o v vttt e e 100%  Switzerland




Entity Ownership Location
Audatex SchweizGmbH . ... .. ... ... ... . ... 100%  Switzerland
ADP Network Services Netherlands BV . ........ ... ... ... .. ....... 100%  Netherlands
000 Audatex (RUSSIa) . ... ... e 100%  Russia
Audatex MexicoS.DeR.L.deC.V. . ... ... . ... . ... ... ... ... 51% Mexico
Audatex SlovaKia 8.1.0. ... ... e e 100%  Slovakia
Audatex Ukraine LLLC . ... . . . e 100%  Ukraine
ADP Business Services Group BY (Netherlands) ...................... 100%  Netherlands
ADP Business Services Nerland BY .......... ... ... ... ..., 100%  Netherlands
ABZ BV e e e 100%  Netherlands
ADP Business Services [nternational BV(D) ................ .. ....... 100%  Netherlands
EBZ BV L e e 100%  Netherlands
ADP Claims Services (BV) . .. .. . i e 100%  Netherlands
Audatex Italias.rl. .. ... e 100% Italy
ArgeMu GmBH .. ... ... 100%  Germany
Audatex Services SRL (Romania) . ........... ... ... 100% Romania

In addition to the above entities, the accompanying historical financial statements include the assets,
liabilities and operations of a Canadian insurance claims management and collision repair management business,
which are part of the Company.

The accompanying historical financial statements are presented on a carve-out basis and reflect the assets,
liabilities, revenues and expenses that were directly attributable to the Company as it was operated within ADP.
Each of the above subsidiaries or divisions maintains a separate general ledger and all business activities relate to
the Company.

The group equity balances on the combined balance sheets are comprised of the retained earnings of the
Company, foreign currency translation adjustments, dividends paid, and advances from (returns to) Parent and
affiliates. The advances from (returns to) Parent and affiliates consist of the receivables and payables for
transactions with ADP and its affiliates as well as transactions that are settled by the Parent on behalf of the
Company. The receivables and payables within group equity on the combined balance sheets include, but are not
limited to, transactions relating to insurance programs, domestic severance liability, services received from
affiliated companies, services provided to affiliated companies and income taxes.

The combined financial statements include costs for facilities, functions and services used by the Company
at shared ADP sites and costs for certain functions and services performed by centralized ADP organizations and
directly charged to the Claims Services Business based on usage. The Company’s combined financial statements
include the following transactions with ADP or its affiliates:

Corporate Overhead Expenses—The Company’s statements of combined eamings include an allocation of
certain general corporate expenses of ADP, which were in support of the Claims Services Group, including
departmental costs for information technologies, travel, treasury, tax, internat audit, risk management, real estate,
benefits and other corporate and infrastructure costs. The Company was aflocated $1,571, $1,551, and $750 of
these overhead costs related to ADP’s shared functions for the years ended June 30, 2004 and 2005 and for the
period from July 1, 2005 through April 13, 2006, respectively, which are primarily reported in selling, general
and administrative expenses. These allocations were based on a variety of factors. The cost for information
technology support is allocated based on the usage of the information technology systems by the Company in
relation to ADP’s total usage. The allocation of the travel department costs is based on the estimated percentage
of travel directly related to the Company. The allocation of the treasury department costs is a combination of an
estimated percentage of support staff time and bank service charges that are directly related to the Company’s
activities. The allocation of the internal audit department costs is based on the internal audit hours incurred for
the Company in relation to ADP’s total internal audit hours. The allocation of the risk management department
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cosls is based on the estimated percentage of insurance coverage for the Claims Services Group in relation to
ADP’s total insurance coverage. The allocation of the real estate department costs is based on the number of
leased facilities for the Company managed by the corporate real estate department in relation to ADP’s total
leased facilities. All other allocations are based on an estimated percentage of support staff time related to the
Company in comparison to ADP as a whole.

Insurance Allocation—ADP retains much of the financial risk for insuring property, workers’
compensation, automobile liability, commercial general liability insurance and employee group health claims.
The Company is charged with the insurance premiums and other related program costs, as well as the estimated
amount of losses to be incurred in the respective policy period. Liabilities related to these insurance plans have
not been allocated to the Company and therefore are included in group equity on the combined balance sheets.
The Company was allocated $4.393, $4,369 and $6,276 of these insurance costs the years ended June 30, 2004
and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively. The portion of the allocated
costs that are reported as operating expenses are $1,455, $1,653 and $2,421 for the years ended June 30, 2004
and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively. The portion of allocated
costs that are reported as selling, general and administrative expenses are $1,914, $1,663 and $2,333 for years
ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively. The
portion of allocated costs that are reported as systems and programming expenses are $532, $1,053 and $1,522
for the years ended June 30, 2004 and 2003, and for the period from July 1, 2005 through April 13, 2006,
respectively. For the year ended June 30, 2004, $492 of allocated costs are reported within the loss (income) from
discontinued operations. Property, workers’ compensation, automobile liability and commercial general liability
insurance cost allocations include insurance program costs and retained losses. Employee group health costs have
been allocated to the Company based on the number of Company’s employees participating in the plans in
relation to the total number of ADP employees participating in these plans.

Stock Compensation and Pension Plans—Certain employees of the Company are eligible to participate in
certain ADP stock compensation plans. In addition, certain employees of the Company are covered by ADP’s
defined benefit and defined contribution plans (Note 12).

Royalty Fees—The statements of combined earnings include trademark royalty fees charged by ADP to the
Company based on revenues for licensing fees associated with the use of the ADP trademark. The Company was
charged $752, $811 and $587 for the years ended June 30. 2004 and 2005 and for the period from July 1, 2005
through April 13, 2006, respectively, for such trademark royalty fees. The portion of the allocated costs that are
reported as operating expenses are $737, $811 and $587 for the years ended June 30, 2004 and 2005 and for the
period from July 1, 2005 through April 13, 2006, respectively. The portion of allocated costs that are reported
within the loss (income) from discontinued operations is $15 for the year ended June 30, 2004.

Facilities—The Company conducts its business in certain facilities that are being leased from various
affiliated companies. The Company is charged rent based on the square footage being leased from the affiliated
companies. Rental expense of facilities leased from affiliated companies were $1,347, $1,367 and $1,036 for the
years ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively.
and are included within selling, general and administrative expenses. In addition, certain affiliates of ADP utilize
certain leased space at Company’s facilities. The Company charges rent to ADP based on the square footage
being leased by the affiliated companies. Rental income from the space leased by ADP's affiliates was 30, $77
and $61 for the years ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006,
respectively, which are included in and reduce selling, general and administrative expenses.

Services Received from Affiliated Companies—The Company conducts business with various affiliated
companies that are under the control of ADP. Services purchased from affiliated companies primarily consist of
services for the printing and distribution of manuals and compact discs to provide to the Company’s customers
for the use of products, services for the collection and remittance of cash for certain of the Company’s product
offerings and a fee per transaction charge for the access (o certain car dealership information. Services from
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affiliated companies were $2,756, $2,810 and $1,566 for the years ended June 30, 2004 and 2005 and for the
period from July 1, 2005 through April 13, 2006, respectively, and are included within operating expenses. The
Company purchases services from affiliated companies at rales consisient with pricing 1o third parties.

Services Provided to Affiliated Companies—The Company has allocated expenses to ADP affiliates for
certain general bookkeeping services provided by the Company for an ADP affiliated entity. The Company
allocated $26, $27 and $20 of these overhead costs to ADP for the years ended June 30, 2004 and 2005 and for
the period from July 1, 2005 through April 13, 2006, respectively. All of these allocated costs reduce selling,
general and administrative expenses.

Notes Receivable from Affiliated Parties and Notes Payable to Affiliated Parties—The amounts recorded
in the combined financial statements as notes receivable from affiliated parties and notes payable 1o affiliaied
parties represent amounts that are receivable from or payable to affiliated parties under contractual arrangements.
Interest income and interest expense on these transactions with affiliated companies are disclosed in Note 11.

Other Services—The Company receives other services from ADP and its affiliates, including payroll
processing services and the use of information technology software for recruiting employees. The Company is
primarily charged at a fixed rate per employee per month for such payroll processing services and based on usage
for the information technology software. Net expense incurred for such services was $437, $654 and $495 for the
years ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively,
and is included in the statements of combined earnings primarily as selling, general and adminisirative expenses.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents—The Company’s cash and cash equivalents are primarily comprised of cash in
its international bank accounts. The Company’s domestic operations participate in ADP’s centralized cash
management program, where all cash in domestic bank accounts are swept to ADP on a daily basis. All highly
liquid debt instruments with original maturities of ninety days or less at the time of purchase are considered cash
equivalents.

Property and Equipment—Property and equipment is stated at cost and depreciated over the estimated
useful lives of the assets using the straight-line method. The estimated useful lives of assets are as follows:

Buildings 20 to 40 years
Building improvements 5to 15 years
Leasehold improvements Lesser of 10 years or useful life
Data processing equipment 3 years
Furniture and fixtures 4 10 7 years
Machinery and equipment 3 to 6 years

Goodwill and Other Intangible Assets—The Company accounts for goodwill and other intangible assets in
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and Other Intangible
Assets, which states that goodwill and intangible assets with indefinite useful lives should not be amortized, but
instead tested for impairment at least annually at the reporting unit level. If an impairment exists, a write-down to
fair value (normally measured by discounting estimated future cash flows) is recorded. Intangible assets with
finite lives are amortized primarily on a straight-line basis over their estimated useful lives and are reviewed for
impairment in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets
{“SFAS No. 1447),

Impairment of Long-Lived Assets—In accordance with SFAS No. 144, long-lived assets are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not

be recoverable. Recoverability of assets to be heid and used is measured by a comparison of the carrying amount
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of an asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying
amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized for the amount by
which the carrying amount of the asset exceeds the fair value of the asset.

Use of Estimates—The preparation of financial statements and related disclosures in conformity with
accounting principles generally accepted in the United States of America requires management to make
judgments, assumptions and estimates that affect the amounts reported in the Company’s combined financial
statements and accompanying notes. The Company bases its estimates and judgments on historical experience
and on various other assumptions that it believes are reasonable under the circumstances. However, future events
are subject to change and estimates and judgments routinely require adjustment. The amounts of assets and
liabilities reported in the Company’s balance sheets and the amounts of revenues and expenses reported for each
of its fiscal periods are affected by estimates and assumptions which are used for, but not limited to, the
accounting for sales allowances, allowance for doubtful accounts, fair value of derivatives, goodwill and
intangible asset impairments, amortization of intangibles, restructurings, liabilities under defined benefit plans,
stock based compensation and income taxes. Actual results could differ from these estimates.

Revenue Recognition—A majority of the Company’s revenues are attributable to fees for providing
services. The Company’s customers are billed on a per-transaction basis and/or on a monthly subscription basis,
Revenues are recognized only after services are provided, when persuasive evidence of an arrangement exists,
the fee is fixed and determinable, and when collectibility is reasonably assured.

Certain of the Company’s services are sold through a single contract with multiple elements, including
database services, hardware, and maintenance. The Company accounts for revenue with multiple elements in
accordance with Emerging Issues Task Force Issue No. 00-21, Revenue Arrangements with Multiple Elements
(“EITF 00-217). EITF 00-21 provides guidance on (a) how arrangement consideration should be measured,
(b) whether the arrangement should be divided into separate units of accounting, and (c) how the arrangement
consideration should be allocated among separate units of accounting.

Certain of the Company’s services may require the Company to perform setup and implementation activities
necessary for the client to receive the Company’s services under the service contract. Up-front fees billed during
the setup phase are deferred and amortized on a straight-line basis over the estimated customer life. Setup costs
that are direct and incremental to the contract are capitalized and amortized on a straight-line basis over the
estimated life of the customer relationship.

Revenues are reflected net of customer sales allowances, which are based on both specific identification of
certain accounts and a predetermined percentage of revenue based on historical experience.

Foreign Currency Translation—The assets, revenues and expenses of the Company’s foreign subsidiaries
are translated into U.S. dollars at average exchange rates during the periods. Functional currencies of significant
foreign subsidiaries include: Euros, British pounds, Swiss francs and Canadian dollars, Currency transaction
gains (losses), which are included in the results of operations, totaled ($363), $872 and $383 for the years ended
June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively. Gains or
losses from balance sheet translation are included in group equity within other comprehensive income on the
combined balance sheets.

Internal Use Software—Expenditures for software purchases and software developed or obtained for
internal use are capitalized and amortized over a three -to five-year period on a straight-line basis. For software
developed or obtained for internal use, the Company capitalizes costs in accordance with the provisions of
Statement of Position No. 98-1, Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use. The Company’s policy provides for the capitalization of external direct costs of materials and
services associated with developing or obtaining internal use computer software. In addition, the Company also
capitalizes certain payroll and payroll-related costs for employees who are directly associated with internal use
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computer software projects. The amount of capitalizable payroil costs with respect to these employees is limited
to the time directly spent on such projects. Costs associated with preliminary project stage activities, training,
maintenance and all other post-implementation stage activities are expensed as incurred. The Company also
expenses internal costs related to minor upgrades and enhancements, as it is impractical to separate these costs
from normal maintenance activities,

Income Taxes—The Company’s operations are included in separate income tax returns filed with the
appropriate taxing jurisdictions, except for U.S. federal and certain state and foreign jurisdictions in which the
Company’s operations are included in the income tax returns of the Parent or an affiliate.

The provision for income taxes on earnings from continuing operations is computed as if the Company filed
on a consolidated stand-alone or separate tax return basis, as applicable. The provision for income taxes on
earnings from continuing operations does not reflect the Company’s inclusion in the tax returns of the Parent or
an affiliate. Certain income taxes of the Company are paid by the Parent or an affiliate on behalf of the Company.
The payment of income taxes by the Parent or affiliate on behalf of the Company is recorded within group equity
on the combined balance sheets.

Deferred income taxes and related tax expense have been recorded by applying the asset and liability
approach to the Company as if it was a separate taxpayer. Deferred tax liabilities and assets are recognized for
the expected future tax consequences of events that have been reflected in the combined financial statements.
Deferred tax liabilities and assets are determined based on the differences between the book values and the tax
bases of the particular assets and liabilities, using enacted tax rates and laws in effect for the years in which the
differences are expected to reverse. A valuation allowance is provided when the Company determines that it is
more likely than not that a portion of the deferred tax asset balance will not be realized.

Fair Value Accounting for Stock Plans—As an operating unit of ADP, certain employees of the Company
(a) have been granted stock options to purchase common shares in ADP’s stock option program, (b) have been
granted restricted stock under which shares of common stock have been sold to the employees for nominal
consideration, and (¢) participate in ADP’s stock purchase plan under which employees have the ability to
purchase shares of common stock at 85% of the lower of market value as of the date of purchase or as of the end
of the stock purchase plan period.

As discussed in Note 12, ADP adopted SFAS No. 123(R), Share-Based Payment (“SFAS No. 123(R)"),
effective July 1, 2005, using the modified prospective method. Accordingly, prior-period amounts have not been
restated. The adoption of this standard requires the measurement of stock-based compensation expense based on
the fair value of the award on the date of grant. Prior to July 1, 2005, ADP followed Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees (“APB No. 25, and related interpretations. Under
APB No. 25, no stock-based compensation expense was recognized related to the Company’s stock option
program and employee siock purchase plan, as all options granted under the stock option program had an
exercise price equal to the market value of the underlying common stock on the date of grant and, with respect to
the employee stock purchase plan, the discount did not exceed 15%.

Fair Value of Financial Instruments—The Company’s financial instruments, including cash equivalents,
accounts receivable, short-term notes receivable from affiliated parties, accounts payable and short-term notes
payable to affiliated parties are carried at cost, which approximates their fair value, duve to the short-term
maturities of these financial instruments. The Company’s long-term notes payable to affiliated parties
approximate fair value as the notes payable contain provisions that allow the Company to repay the loan at any
time without penalty. The fair value of long-term notes receivable from affiliates is estimated by using a discount
rate that approximates the current rate for comparable notes. '
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Certain Risks and Concentrations—The Company offers a broad range of services to a diverse group of
customers throughout North America, Central and South America, Europe, the Middle East, South Africa and
Asia. To reduce the credit risk, the Company performs periodic credit evaluations of each customer and monitors
their financial condition and developing business news. The Company had no customers with sales exceeding
10% of total sales for the years ended June 30, 2004 and 2005 and for the period from July 1. 2005 to April 13,
2006.

3. OTHER (INCOME) EXPENSE—NET

Interest Income and other—net consists of the following:

by 1, 2005
Years Ended vy
g
2004 2005 2006

TOEIESE IICOIMIE + v v v v e e e e et e ettt ae e e e n e a e anas $(1,601) $(2,589) $(1,668)
Interest income on notes receivable from affiliated parties . ................ (133) (348) (998)
Foreign exchange (gain) loss on notes receivable and notes payable from

affifiated parties .. ....... ..o R 363 (872) (383)
017 oAU O G G P 48 (256) (20}
Other (inCOME) EXPENSE—MEL . ... v v v e et iieaae e anns $(1,323) $(4,065) $(3,009)

4. PURCHASE OF THE COMPANY BY SOLERA, INC.

On April 13, 2006, Solera, Inc., a subsidiary of Solera Holdings, LLC completed its purchase of the
Company from ADP for approximately $1.0 billion, including transaction costs.

5. ACQUISITIONS

Assets acquired and liabilities assumed in business combinations were recorded on the Company’s
combined balance sheets as of the respective acquisition dates based upon their estimated fair values at such
dates. The results of operations of businesses acquired by the Company have been included in the Company’s
statements of combined earnings since their respective dates of acquisition. The excess of the purchase price over
the estimated fair values of the underlying assets acquired and liabilities assumed was allocated to goodwill.

The Company acquired two businesses in the period from July 1, 2005 to April 13, 2006 for approximately
$3.403, net of cash acquired. These acquisitions resulted in approximately $4,095 of goodwill. Intangible assets
acquired, which totaled approximately $632, consist of customer contracts and lists that are being amortized over
a weighted average life of 10 years. In addition, during the period from July 1, 2005 to April 13, 2006, the
Company did not make any contingent payments relating to previously consummated acquisitions. Such
acquisitions for the period from July 1, 2005 to April 13, 2006 were not material to the Company's operations,
financial position or cash flows.

The Company acquired one business in the year ended June 30, 2005 for approximately $31,486, net of cash
acquired. This acquisition resulted in approximately $19,127 of goodwill. Intangible assets acquired, which
totaled approximately $6,942, consist of customer contracts and lists that are being amortized over a weighted
average life of 10 years. In addition, during the year ended June 30, 2005, the Company made $4,970 of
contingent payments relating to previously consummated acquisitions. As of June 30, 2005, the Company had
contingent consideration remaining for all transactions of approximately $2,239, which is payable over the next
year, subject to the acquired entity’s achievement of specified revenue, earnings and/or development targets. The
acquisition discussed above for the year ended June 30, 2005 was not material to the Company’s operations,
financia! position or cash flows.
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In January 2004, the Company acquired ABZ Group B.V. (“ABZ”) for approximately $115,765, net of cash
acquired. ABZ provides services that help the financial industry and related businesses to streamline end-to-end
processes used in property claims, risk management and distribution. The Company formed the ADP Business
Services segment to report the resuits of the acquired business. This acquisition resulted in approximately
$82,447 of goodwill. Intangible assets acquired, which totaled approximately $59,340, consist primarily of
software and customer contracts and lists that are being amortized over a weighted average life of 11 years. In
connection with the acquisition of ABZ, the Company deposited cash in an escrow account for contingent
payments relating to the acquisition, which has been utilized to settle the final purchase consideration in
succeeding periods. The balance of the escrow account is $6,056 and $1,853 at June 30, 2004 and 2005,
respectively, and is included in cash in escrow on the combined balance sheets.

In addition to the acquisition of ABZ in the year ended June 30, 2004, the Company made $1,023 of
contingent payments relating to previously consummated acquisitions.

6. RESTRUCTURING CHARGES

The Company recorded restructuring charges of $1,740, $5,512 for the years ended June 30, 2004 and 2005,
respectively, and a release of restructuring accruals of $(468) during the period from July 1, 2005 through
April 13, 2006, which primarily consist of one-time termination benefits. These restructuring initiatives were
designed to achieve efficiencies and reduce costs in response to changes in demand projections for certain
services. One-time termination benefits relate to the termination of approximately 26, 125 and 18 employees for
the years ended June 30, 2004 and 2005 and for the period from July 1, 2005 to April 13, 2006, respectively. The
restructuring reserves are included in accrued expenses and other current liabilities on the combined balance
sheets. The following table summarizes the charges for restructuring and related activity at June 30, 2004 and
2008, including payments made and the ending reserve balances:

Balance Balance Balance

at July 1 at June 30 at June 30

2003 Additions Payments 2004 Additions Payments 2005
Automotive Claims Services ....... $ 280 § — % (214 S 67 $2,768 $ (352) $2,483
Audatex ......... . . 1,109 1,740 (2,0400 809 1,814 (1,145} 1,478
ADP Business Services ....... . —_ — —_ - 930 — 930
Total ... $1,390  $1,740  $(2,254) $876 $5,512 $(1,497) $4,891

For the period from July 1, 2005 to April 13, 2006, payments of $4,096 were made for restructuring charges.

7. DISCONTINUED OPERATIONS

In January 2004, the Company sold a portion of the assets of its Medical Claims business for $5,369 in cash.
In addition, the Company decided to shut down the remaining operations of the business rather than continue to
pursue the sale of the remaining assets. In connection with the decision to shut down the remaining operations of
its Medical Claims business, the Company recorded restructuring charges of $3,517 during the year ended
June 30, 2004, These restructuring charges primarily consisted of severance of $903, involving 259 employees,
asset impairments of $2,144 and other exit costs of $470 necessary to exit certain contracts, The reserve for the
restructuring charges associated with the discontinued operations is included in liabilities of discontinued
operations on the combined balance sheets. During the year ended June 30, 2004, the Company reported income
from discontinued operations of $3,816, including a $4,828 benefit from income taxes, in the statements of
combined earnings. The income from discontinued operations included a gain on sale of certain assets of the
Medical Claims business of $7,661, net of a $2,280 benefit from income taxes, as well as operating losses,
including restructuring charges, of the discontinued business. The benefit from income taxes includes a benefit of
$4,426 that resulted from the disposition of stock with a tax basis in excess of the book basis in assets sold.
During the year ended June 30, 2004, there were no significant investing or financing cash flow activities of the
discontinued operations.
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During the year ended June 30, 2005, the Company recorded additional charges of $210 primarily relating
to additional costs associated with certain contracts which were terminated in the year ended June 30, 2004.
During the period from July 1, 2005 to April 13, 2006, the Company did not record any additional charges for
discontinued operations.

Operating results of the discontinued operations of the Medical Claims business were as follows:

Years Ended
June 30
2004 2005
REVEIUES . ot v v v e et e tae e ettt et a e $17968 § —
Loss before benefit from INCOMELAXES . ... vvvvinn i ienae e 6,393 210
Benefit from INCOME TAXES « vttt tarnsn e asnnnr e annn (2,548) (82)
Net loss from operations of discontinued Medical Claims business ............. 3,845 128
Gain on disposal of Medical Claims business, net of provision for income taxes of
$2.280 for the year ended June 30,2004 ....... ..o (7,661) —_
Net loss (income) from discontinued operations .............ooiieaneeeeen. $(3,816) $128

ll

The following are the major classes of assets and liabilities related to the discontinued operations as of
June 30, 2004 and 2005:

2004 2005
Current assets:
Accounts receivable—net ... ... ... e e e $1951 $ —
Deferred AKX ASSELS « v vt v e ettt sttt e 897 199
TOtA]l CULTENE ASSELS « « « v v v v v e ea e s an st e e e et imam et aaaans s $2,848  $199
Current liabilities:
Accounts payable .. ... ... $ 808 3 —
ACCIUE EXPEINSES L o\ o v vt ettt et e e 4,033 195
Total current HabilIties . .o oo e e e i i i e $4.841 3195

8. RECEIVABLES

Accounts receivable is net of an allowance for doubtful accounts of $3,824 and $1.489 at June 30, 2004 and 2005,
respectively. The Company did not have any significant concentration of credit risk associated with its customers.

9. PROPERTY AND EQUIPMENT—NET

Property and equipment at cost and accumulated depreciation at June 30, 2004 and 2005 are as follows:

2004 2005
Property and equipment:
Land and buildings . . ... ..o $ 19,174  $ 19,601
Machinery and eqUIPMEnt .. ... .. .ot 6,824 7,193
Furniture and fixtures . . . . .. e e e 10,316 10,998
Data processing equipment ... ........cooiiaiiiii i 57,946 44,854
Leasehold iMProvements . ... ........uve oot aans 11,117 11,043
Property and equipment at COSt .. ... .ouvvvu it 105,377 93,689
Less accumulated depreciation ... ... oo e (67.736)  (60,233)
Property and equipment—net ......... ..o $ 37641 $ 33456




10. GOODWILL AND INTANGIBLE ASSETS—NET
Changes in goodwill for the years ended June 30, 2004 and 2005 are as follows:

Automotive ADP
Claims Business
Services Services  Audatex Taotal
BALANCE—July 1,2003 ... ... ... .. ... ... . . it $2303 % — $53,828 $ 56,131
Additions . .. ... — 03,551 —_ 93,551
Adjustments to previously recorded purchase price ......... — — 1,167 1,167
Cumuiative ranslation adjustments . .................... — {2,351) 1,154 (1,697
BALANCE-——June 30,2004 .. ... .. ..., 2,303 90,700 56,149 149,152
AddMIONS ... . — — 19,127 19,127
Adjustments to previously recorded purchase price ......... — (1L,104)  (3,271) (14,375)
Cumulative translation adjustments ..................... —_ 2,714 (609) 2,105
BALANCE—June 30,2005 ..... ... .. 0. $2,303  $82.310 371,396 $156,009
Components of intangible assets are as follows:
2004 2005
Intangibles:
Software and software licenses . ..........cooiit i $ 82,077 % 96,168
Customer contracts and 1ists .. ...... e 135,567 161,102
Trademarks . ... ... .. 14,204 16,520
231,848 273,790
Less accumulated amortization .. ... ..o i e {62,919) (85,540)
Intangible assets—nel . . ... ... .. i e $168,929  $188,250

During the year ended June 30, 2004, the Company decided to discontinue the use of software which was
previously purchased as it was determined that the intended use of the software would no longer be feasible. This
change required an impairment analysis to be performed in accordance with SFAS No. 144. Since the Company
decided to dispose the software, it was determined that there was no future cash flows expected to be generated
by the software. As a result, the carrying value of the intangible asset was reduced to zero. The Automotive
Claims Services segment recorded a pre-tax charge of $4,214, within impairment charges on the statements of
combined earnings, during the year ended June 30, 2004.

All of the intangible assets (except goodwill) have finite lives and, as such, are subject to amortization on a
straight-line basis. The weighted average remaining useful life of the intangible assets is 7 years (3 years for
software and software licenses, 9 years for customer contracts and lists and 8 years for trademarks). Amortization
of intangibles totaled $16,589, $21,840 and $19,266 for the years ended June 30, 2004 and 2005 and for the
period from July 1, 2005 to April 13, 2006, respectively. Estimated future amortization expense is not presented,
as the Company was acquired on April 13, 2006 (see Note 4).
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11. NOTES RECEIVABLE FROM AFFILIATED PARTIES AND NOTES PAYABLE TO

AFFILIATED PARTIES.
Notes receivable from affiliated parties and notes payable to affiliated parties are comprised of the
following:
Interest Date of June 30,

w Rate  Maturity 2004 2005
Short-term notes receivable denominated in foreign currency:

Note receivable from affiliate ......... ...t 325 5721/06 $§ — § 2,825
Long-term notes receivable denominated in foreign currency:

Note receivable from affiliate .............. ... ... .. RN 300 10714106 § — $12,662

Note receivable from affiliate . ......... .ot 6.00  6/14/07 — 1,504

Note receivable from affiliate .......... ... .. .o 3.25 51206 2,875 —
Total long-term notes receivable from affiliated parties .............. $2,875 $14,166
Short-term notes payable denominated in foreign cusrency:

Note payable to affiliate ........... ... i 400 10/10/05 $ — § 3,252

Noie payabletoaffiliate ......... ... 12.00 12/31/05 — 1,582

Note payable to affiliate . ... 2.35 4/6/06 — 8.410

Note payable to affiliate .. ... ... i 225 311406 799 836
Total short-term notes payable to affiliated parties .................. § 799 $14,080
Long-term notes payable denominated in foreign currency:

Note payable to affiliate ....... ... ..o 400 10/10/05 $3,179 § —

Note payable to affiliate . ............ oo 12.00 12/31/05 1,106 —

Note payable to affiliate ............ .o 1.00  4/26/07 — 3,231
Total long-term notes payable to affiliated parties . .. ................ $4,285 § 3,231

For the period from July 1, 2005 to April 13, 2006, there was one additional note receivable from affiliate of
$1.548. All notes receivable and payable to/from affiliated parties were paid or otherwise settled in conjunction

with the acquisition of the Company as of April 13, 2006.

Interest income on notes receivable from affiliated parties was $133, $348 and $998 for the years ended

June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively, and is

included in other (income) expense-—net.

Interest expense on notes payable to affiliated parties was $252, $334 and $301 for the years ended June 30,
2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively, and is included in other

(income)} expense—net.
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12. EMPLOYEE BENEFIT PLANS

Stock Plans—As discussed in Note 2, effective July 1, 2005, the Company adopied SFAS
No. 123(R) utilizing the modified prospective method. Accordingly, prior period amounts have not been restated,
SFAS No. 123(R) requires the measurement of stock-based compensation expense based on the fair value of the
award on the date of grant. Under the modified prospective method, the provisions of SFAS No. 123(R) apply to
all awards granted or modified after the date of adoption. In addition, the unrecognized expense of awards not yet
vested at the date of adoption, determined under the original provisions of SFAS No. 123, Accounting for Stock-
Based Compensation (“SFAS No. 123"), will be recognized in net earnings in the periods after the date of
adoption. Stock-based compensation primarily consists of the following:

Stock Options—As an operating unit of ADP, certain employees of the Company are eligible to participate
in the ADP stock option plans, which provide for the issuance, 10 eligible employees, of incentive and
non-qualified stock options, which may expire as much as 10 years from the date of grant. at exercise prices not
less than the fair market value on the date of grant. Stock options generally vest over five years and have a term
of 10 years. Compensation expense for stock options is recognized over the requisite service period for each
separately vesting portion of the stock option award. Upon the sale of the Company, options granted prior 10
January 1, 2006 were accelerated, fully vesting on April 13, 2006. The Company recorded approximately $1,637
as stock based compensation for the incremental fair value resulting from the modification of these options.
Options granted during or afier Janvary 1, 2006 were cancelled at April 13, 2006 upon sale of the Company.

Employee Stack Purchase Plan (“ESPP"}—As an operating unit of ADP, certain employees of the
Company participate in ADP’s ESPP. Prior to November 2005, ADP offered an employee stock purchase plan
that allowed eligible employees to purchase shares of common stock at 859 of the lower of market value as of
the date of purchase or as of the end of the stock purchase plan. In November 2005, ADP revised the employee
stock purchase plan, effective as of on January 1, 2006, whereby eligible employees can purchase shares of
common stock at 85% of the market value at the date the purchase price for the offering is determined.
Compensation expense for the employee stock purchase plan is recognized over the vesting period of 24 months
on a straight-line basis, The sale of the Company on April 13, 2006 ceased the ESPP for the Company’s
employees.

Restricted Stock— ADP has a restricted stock program under which shares of common stock have been sold
at par value to certain key employees, These shares are restricted as to transfer and in certain circumstances must
be resold to ADP at the original purchase price. The Company records stock compensation expense relating to
the issuvance of restricted stock over the period during which the transfer restrictions exist, which is up 1o five
years from the date of grant. The value of ADP’s restricted stock, based on market prices, is recognized as
compensation expense over the restriction period on a straight-line basis. Upon the sale of Company on April 13,
2006, the vesting for all restricted stock previously unvested was accelerated, fully vesting on April 13, 2006,

The Company utilizes treasury stock to satisfy stock option exercises, issuances under its employee stock
purchase plan and restricted stock awards. Stock-based compensation expense was recognized in earnings from
continuing operations as follows:

Fiscal Year July 1, 2005-
2004 2005  April 13, 2006

OPpErating €XPenSeS . ... .v ittt e $— 5 —  SL111
Selling, general and administrative eXpenses ... ..... ... ittt .. 268 476 3,264
Systems development and programming costs .. ........ ... i iaa. ., 3.068
Total stock-based compensation €XPense .. .........o.iieurrnnenneeiernana. 3268 8476 $7,443

The total stock-based compensation expense included in earnings from continuing operations before income
taxes includes expenses related to restricted stock awards of $268, $476, and $396 within selling, general and
administrative expenses for the fiscal years ended June 30, 2004 and 2005 and for the period from July 1, 2005
through April 13, 2006, respectively,
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A summary of changes in the stock option plans for the fiscal years ended June 30, 2004 and 2005 and for
the period from July 1, 2005 through Apri 13, 2006, is as follows:

Number of Options Weighted-Average
{in thousands) Exercise Price

July 1, 2005- July 1, 2005-

2004 2005 April 13, 2006 E)O_‘S % A_plll.w
Options outstanding—beginning of year ,........... 2,642 3,028 2,913 $43 %43 343
Options granted . .............oiiiinnt 972 469 488 41 43 44
Options exercised .. ...t (183) (169) (237) 32 32 37
Optionscanceled .. ...t (403) (415) (422) _4E _AE _4_2
Options outstanding—end of period . .............. 3,028 2,913 2,742 §fe_3_ $_4§ §4_4

Options outstanding as of April 13, 2006 expired in 60 days thereafter. Options not exercised within the
60 days were canceled.

During the period from July 1, 2005 through April 13, 2006, the Company issued 163,000 shares in
connection with the employee stock purchase plan. The Company issued 7,000 shares of restricted stock during
the period from July 1, 2005 through April 13, 2006.

The following table illustrates the effect on net earnings from continuing operations if the Company had
applied the fair value recognition provisions of SFAS No. 123 to stock-based employee compensation for periods
prior to adoption of SFAS No. 123(R).

Years Ended June 30
2004 2005
Net earnings, as eported . . ... .o v vt e in e $48,174 357,641
Add stock-based employee compensation expense included in reported net
earnings, net of related tax effects ........... ... e 163 289
Deduct total stock-based employee compensation expense determined using the
fair value-based method for all awards, net of related tax effects .......... (6,428) (6,849)
Pro fOrMa NELEAMINES .« o vt vv v e aremese e aaae e ae e $41909 $51,081

The fair value of each stock option issued prior to January 1, 2005 was estimated on the date of grant using
a Black-Scholes option-pricing model. For stock options issued on or after January 1, 2005, the fair value of each
stock option was estimated on the date of grant using a binomial option-pricing model. The binomial option-
pricing model considers a range of assumptions related to volatility, dividend yield, risk-free interest rate and
employee exercise behavior. Expected volatilities utilized in the binomial option-pricing model are based on a
combination of implied market volatilities, historical volatility of the Company’s stock price and other factors.
Similarly, the dividend yield is based on historical experience and expected future changes. The risk-free rate is
derived from the U.S. Treasury yield curve in effect at the time of grant. The binomial option-pricing model also
incorporates exercise and forfeiture assumptions based on an analysis of historical data. The expected life of the
stock option grants is derived from the output of the binomial option-pricing model and represents the period of
time that options granted are expected to be outstanding.
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The fair value for these instruments was estimated at the date of grant with the following assumptions:

Period from
July 1, 2005
Years Ended June 30 ;‘I;';,l‘.’l“lg;',
2004 2005 2006
Risk-free interestrate ... ... ... ... . i 3.9-45% 2142% 4.0-4.6%
Dividend yield . ... ... i e 1.0-1.1% 1.2-14% 14-1.7%
Volatiliy factor ... ... i i e 29.0-29.3% 26.2-29.2% 17.1-24.7%
Expected life (in years):
StOCK OpLIONS . ...t 6.5 5.5-6.5 5.5-6.5
Stockpurchase plans . .. ... ... . i e 2.0 2.0 20
Weighted average fair value:
Stock options ... i e i e $ 1396 § 1138 & 1089
Stockpurchaseplans . ... .. ... .. .. 11.95 12.66 0.76

Upon the moedification of options at the sale of the Claims Services Group at April 13, 2006, the incremental
fair value of the modification was determined by comparing the fair value of the 1,136 unvested options
immediately before and after the modification, The fair value immediately before the modification was $0 since
the options would have heen forfeited without the acceleration, The fair value of the options immediately after
the modification was based on: a risk-free interest rate of 4.67%, a dividend yield of 1.41%, a volatility factor of
17.69% and an expected life of 60 days, resulting in a weighted average fair value of options outstanding of
$3.55, The net incremental fair value of the modification was $1,637.

Pension Plans—Certain employees of the Company are covered by ADP’s domestic defined benefit plans.
In addition, certain employees of the Company are part of ADP’s Supplemental Officer Retirement Plan
(“SORP™). The SORP is a defined benefit plan pursuant to which ADP will pay supplemental pension benefits to
certain key officers upon retirement based upon the officers’ years of service and compensation. Liabilities and
assets related to these plans have not been allocated 1o the Company and are therefore included in group equity
on the combined balance sheets. Domestic pension expense allocated to the Company for the years ended
June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006 was $190, $390 and $500,
tespectively. SORP expense allocated to the Company for the years ended June 30, 2004 and 2005 and for the
period from July 1, 2005 through April 13, 2006 was 342, $43 and $33, respectively. Upon the sale of the
Company on April 13, 2006, all liabilities for the domestic defined benefit plan and SORP were retained by
ADP.
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The Company’s foreign subsidiaries sponsor various defined benefit plans and individual defined benefit
arrangements covering certain eligible employees. All of the defined benefit plans and arrangements are closed to
new members. The benefits under these pension plans are based on years of service and compensation levels.
Funding is limited to statutory requirements. The Company uses a June 30 measurement date for its foreign
pension plans. The change in benefit obligations and plan assets as well as the funded status of the Company’s
foreign pension plans were as follows for the years ended June 30, 2004 and 2005:

2004 2005
Change in plan assets:
Fair value of plan assets at beginning of year . ............... $19,200  $24.200
AcQUISItIONS . ... 1,100 —
Actual return on PN ASSels .. ... 1,400 200
Employer contributions .. ... i 1,800 1,800
Benefits paid .. ... i (400) 400
Foreign currency exchange rate changes ................... 1,100 —
Fair vajue of plan assets atendof year ............ ... ..ot $24,200  $25,8300
Change in benefit obligation:
Benefit obligation at beginningof year ..................... $24,100  $28,700
ACQUISTHONS . o .ot vttt e e 1,300 —
EIVICE COSL .« vttt e s e ettt it em e i 1,000 1,200
IEEEESE COSE . o v v ot e s e e e e et ia et a e 1,300 1,400
Actuarial losses ........... e e — 1,800
Benefits paid . ........couiiiii e (400) (400)
Foreign currency exchange rate changes ................... 1,400 100
Projected benefit obligationatend of year .................oht $28,700  $32,800
Funded status—plan assets less benefit obligation ................ $(4,500)  $(7,000)
Unrecognized net actuarial loss due to different experience than
ASSUIMNEA + v ot e et e et e e e 1,300 4,100
Accrued pension liability . ....... ... .o $(3,2000  $(2,900)

In conjunction with the sale of the Company effective April 13, 2006 (the “Acquisition”), the Company
transferred al! liabilities and related assets associated with one foreign defined benefit plan to ADP, and two
other foreign defined benefit pension plans were converted to defined contribution plans prior to the Acquisition
date. The liabilities and related assets for the remaining three foreign defined pension plans were included in the
Acquisition and were assumed by the purchaser.

The accumulated benefit obligation for all defined benefit pension plans was $26,300 and $26,900 at
June 30, 2004 and 2005, respectively.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets {or the
Company’s pension plans with accumulated benefit obligations in excess of plan assets were $27,300, $25,100
and $22.800, respectively, as of June 30, 2004, and $30,700, $28.200 and $23,900, respectively, as of June 30,
2005.
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The components of net pension expense were as follows:

Period From
July 1, 2005
Years Ended June 30, !{:;:?l"lg_,:
2004 2005 2006
Service cost—benefits earned during the period . ........ ... ... ... $ 1,000 $1200  $1,200
Interest cost on projected benefits ... ... ... ... .. . L il 1,300 1,400 1,300
Expectedreturnonplanassets ... ... . ... .. i, (LO0OY (1,200 {800}

$ 1,300 31400  §1,700

Assumptions used to determine the actuarial present value of benefit obligations generally were;

& 2005
DISCOUNE FALE . ... ottt e e 5.06% 4.46%
Increase in compensation levels ... ... . i i s 254 213
Assumptions used to determine the net pension expense generally were:
Period From
July 1, 2005
Years Ended June 30 (hroush
2004 2005 2006
DisSCOUNT FALE .. .. .. . i i i e e e 504% 5.00% 4.36%
Expected long-term rate of returnonassets.. ... ..., v, 4.65% 4.66% 4.44%
Increase in compensationlevels ............... .. ... ... . ... 2.53% 2.54% 2.12%

The discount rate is based upon published rates for high-quality fixed-income investments that produce cash
flows that approximate the timing and amount of expected future benefit payments.

The weighted average long-term expected rate of return on assets assumption is 4.44%. This percentage has
been determined based on historical and expected future rates of return on plan assets considering the rarget asset
mix and the long-term investment strategy.

Plan Assets—The pian assets of the pension plans are the liability of insurance companies and benefit
payments are fully insured. The insurance companies invest the plan assets in accordance with the terms of the
insurance companies’ guidelines and the Company has no control over the investment decisions made by the
insurance companies. The insurance companies invest virtvally the entire pension plan portfolio in fixed income
securities.

Contributions—The minimum required and the expected contributions to the Company’s pension plans for
the period from April 14, 2006 to June 30, 2006 and for the year ending June 30, 2007 were $400 and $1,700.
respectively.

Estimated Future Benefit Payments—The benefits expected to be paid in each fiscal year for the period
from April 14, 2006 to June 30, 2006 and the 5 years ending thereafter are $0, $183, $223, $389, $2,282 and
$458, respectively. The aggregate benefits expected to be paid in the five years ending June 30 from 2011 to
2015 are $4,406. The expected benefits to be paid are based on the same assumptions used to measure the
Company’s pension plans’ benefit obligation and include estimated future employee service.

Retirement and Savings Plan—ADP has defined contribution plans that cover most of its domestic
employees. This 401(k} plan provides company matching under various formulas. The allocaled costs to the
Company for the domestic associates plans for the years ended June 30, 2004 and 2005 and for the period from
July 1, 2005 through April 13, 2006, were $904, $1,183 and $1,098, respectively.
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The Company’s foreign subsidiaries have defined contribution plans that cover certain international
employees. These retirement savings-type plans provide company matching under various formuias. The
Company’s match amounted to approximately $3,164, $4,373 and $3,977 for the years ended June 30, 2004 and
2005 and for the period from July 1, 2005 through April 13, 2006, respectively.

13. INCOME TAXES

The Company’s operations are included in separate income tax returns filed with the appropriate taxing
jurisdictions, except for U.S. federal and certain state and foreign jurisdictions in which the Company’s
operations are included in the income tax returns of the Parent or an affiliate.

The provision for income taxes on earnings from continuing operations is computed as if the Company filed
on a consolidated stand-alone or separate tax return basis, as applicable. The provision for income taxes on
earnings from continuing operations does not reflect the Company’s inclusion in the tax returns of the Parent or
an affiliate. Certain income taxes of the Company are paid by the Parent or an affiliate op behalf of the Company.
The payment of income taxes by the Parent or affiliate on behalf of the Company is recorded within group equity
on the Combined Balance Sheets.

The provision for income taxes on loss (income) from discontinued operations includes an income tax
benefit from a loss on the sale of a discontinued operation in 2004 that was utilized by the Parent. The income tax
benefit was recorded within group equity on the Combined Balance Sheets.

Earnings from continuing operations before income taxes and minority interests in net income of combined
subsidiaries shown below are based on the geographic location to which such earnings are attributable:

Period From
July 1, 2005
Years Ended June 30 ;:;:f:lulgh&
2004 2005 2006
Earnings before income taxes:
United SEALES ..\ttt eian e $20,592 $17,044  $15403
| C1 1 R R R 47,119 66,664 52,734

$67,711 $83,708  $68,137

The provision for income taxes on earnings from continuing operations consists of the following
components:

Period From
July 1, 2005
Years Ended June 30 ;‘;‘l,;“a
2004 2005 2006
Current:
Federal « o oot e e e e e $ 6207 $6568 36418
FOTEIEN « . . o ovvv ettt et 16,809 22,166 18,188
QAR & v s s et e e e e 1,222 1,285 711
TOtAl CUMTENL « « o v v et e ee e et ettt e e a e aa s aetanenn 24,238 30,019 25,317
Deferred:
Federal .. .ot ety 667 (857 (535)
FOTRIZN « -+« v e e o e e e et e e e et (2,912) (4965  (1,087)
] T2 17— g S 131 (167) (7N
Total deferred ..ot e s e e et et e e (2,114)  (5,989) (1,629
TOA PROVISION . . . o -« tee e e e e e e et et a v a e tae s e e $22,124 $24,030  $23,688




A reconciliation between the Company’s effective tax rate on earnings from continuing operations and the
U1.5. federal statutory rate is as follows:

Period From
Years Ended June 30 J“lyl;;glgg:
2004 % 2005 _ % Aprill3,2006 %
Provision for taxes at U.S. statutory rate . ............ $23,269 350 $28630 350 $23,848 350
Increase (decrease) in provision from:
State taxes, net of federal tax benefit ............ 880 L3 727 09 458 0.7
Foreign rate lower than U1.S. federal statutory
7 (2,164) (3.2) (3,956) (4.9 {2,324y (4.
Change in valuation allowance ................. 309 0.5
Impact on deferred taxes due to reduction in foreign .
MCOME TAX TAE . .\ttt i inen e (1,509) (1.8) 202y (0.3
Other ... . e 139 02 138 0.2 2099 3.1
$22,124 333 $24,030 294  $23,688 34.9

|
|

The significant components of deferred income tax assets and liabilities and their balance sheet
classifications are as follows:

June 30, April 13,
2004 2005 2006
Deferred tax assets:
Accrued expenses not currently deductible .. ....... ... ... $ 7.198 $ 7646 §11,169
Depreciation and amortization . .......... ... ... i 961 716 1,259
Net operating losses . .. ..ov ittt it et 1,699 1.862 1,292
Other ..........oiiviiinn. e 1,303 842 86
11,161 11,066 13,806
Less valuation allowances . ... ...t i i e e s o (LI152)  (1,613)  (1,692)
Deferred tax assels—Nel . ...ttt e et i e $10,009 § 9453 $12,114
Deferred tax liabilities:
AMOTHZAION ..o et et et e $45227 $41900 § 262
Capitalized SoftWare . ... ... .. ittt e 6,356 5,954 4,307
Statutory versus GAAP deductions ........ ... ... ... i i 3,895 2,809
L8] 1171 R 917 1,564 605
Deferred tax liabilities . ......... ... ... .. ... ... .. e 56,395 52,227 5,174
Net deferred tax assets (Qiabilities) ........... ..., $(46,386) $(42,774) $ 6,940

Income taxes have not been provided on undistributed earnings of foreign subsidiaries as the Company
considers such earnings to be permanently reinvested as of June 30, 2004 and 2005.

The Company has estimated foreign net operating loss carry forwards of approximately $4.,225 at April 13,
2006, of which $131 expires in 2011, $843 expires in 2014 and $3,251 has an indefinite utilization period.

The Company has recorded valuation allowances of $1,152, $1,613 and $1,692 at June 3(), 2004 and
June 30, 2005 and April 13, 2006, respectively, because the Company does not believe that it is more likely than
not that it will be able to utilize these carryforwards to offset future taxable earnings.

Income tax payments were approximately $11,651, $13,329 and $13,940 for the years ended June 30, 2004
and 2005 and for the pertod from July 1, 2005 through April 13, 2006, respectively, for payments made directly
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by the Company. The income tax payments exclude payments made by the Parent or an affiliate on behaif of the
Company as these amounts are recorded within group equity on the Combined Balance Sheets. For the years
ended June 30, 2004 and 2005, and the period from July 1, 2005 through April 13, 2006, income tax payments
that were paid on behalf of the Company by the Parent or an affiliate were $8.484, $9,385 and $7,129
respectively, and are included within group equity on the Combined Balance Sheets.

The Company utilized losses of an affiliate in group relief in licu of cash payments for income taxes in the
amounts of $1,374, $526 and $1,008 for the years ended June 30, 2004 and 2005, and for the period from July 1,
2005 through April 13, 2006, respectively. The utilization of such losses is included within group equity on the
Combined Balance Sheets.

The Company is routinely examined by the Internal Revenue Service (the “IRS™) in conjunction with the
IRS audit of the Parent and examined by tax authoritics in countries in which it conducts business, as well as
states in which it has significant business operations. The tax years under examination vary by jurisdiction. The
Company is included as part of the IRS examination for the year ended June 30, 1998 through the year ended
June 30, 2002 which is expected to be substantially completed in the current fiscal year. The Company regularly
considers the likelihood of assessments in each of the jurisdictions resulting from examinations. The Company
has established tax reserves which it believes are adequate in relation to the potential assessments. Once
established, reserves are adjusted when there is more information available, when an event occurs necessitating a
change to the reserves or the statute of limitations for the relevant taxing authority to examine the tax position
has expired. The resolution of tax matters should not have a material effect on the combined financial condition
of the Company, the Company’s Statements of Combined Earnings for a particular future period or on the
Company's effective tax rate.

In the year ended June 30, 2005, the Company reversed a tax contingency of $4.,460 due to the expiration of
the statute of limitations regarding a pre-acquisition contingent tax liability that was recorded in purchase
accounting at the time of the acquisition of the subsidiary to which the contingency related. The reversal resulted
in a reduction of goodwill recorded in purchase accounting.

14. CONTRACTUAL COMMITMENTS, CONTINGENCIES AND OFF-BALANCE SHEET
ARRANGEMENTS

The Company has obligations under various facilities and equipment leases and software license
agreements. Total costs under these agreements were approximately $10,320, $16,475 and $9.225 for the years
ended June 30, 2004 and 2005 and for the period from July 1, 2005 through April 13, 2006, respectively, with
minimum commitments at April 13, 2006 as follows:

Period from April 14, 2006 through June 30,2006 ......................... $ 2,450
Yearended June 30, 2007 ... i e 17,497
Yearended June 30, 2008 .. ..ot 10,664
Yearended June 30, 2009 . ... e 7,834
Yearended June 30, 2010 ..o ot e 4,619
T 1T U U 8,757

$51,821

In addition to fixed rentals, certain leases require payment of maintenance and real estate taxes and contain
escalation provisions based on future adjustments in price indices.

The Company is subject o various claims and litigation in the normal course of business. The Company
does not believe that the resolution of these matters will have a material impact on the combined financial
statements,
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In the normal course of business, the Company enters into contracts in which it makes representations and
warranties that guarantee the performance of the Company’s products and services. Losses related to such
guarantees are insignificant,

15. ACCUMULATED OTHER COMPREHENSIVE INCOME

Comprehensive income is a measure of income that includes both net eamnings and other comprehensive
income, Other comprehensive income results from items deferred within group equity on the combined balance
sheets. Other comprehensive income (loss) was $2,073, $10,262 and $(997) for the years ended June 30, 2004
and 2005 and for the peried from July 1, 2005 through April 13, 2006, respectively. The accumulated balances
for each component of other comprehensive income are as follows:

Period From

July 1, 2005

Years Ended June 30 ;:';_‘i’]"g:

2004 2005 2006
Currency translation adjustments .................. ... . ... ... ... ..... $20,688 $31,541  $30,544
Minimum pension liability adjustment, netof tax . ....................... (156) (747 —
Accumulated other comprehensive income ... ........... ... ... .00, .. $20,532 $30,794  $30,544
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16. SEGMENT AND GEOGRAPHIC INFORMATION

The Company manages its business operations through strategic business units and provides technology-
based outsourcing solutions to the property and casualty insurance, auto collision repair and auto recycling
industries. Based upon the information reported to the chief operating decision maker, the Company has the
following reportable segments: Automotive Claims Services, Audatex, ADP Business Services, and Other. The
Company evaluates the performance of its reportable segments based on operating results before income taxes.

Automotive ADP
Claims Business

Reconciling

Item

"Discontinued  Corporate

Services Services Audatex  Other  Operations Expenses Total

Year ended June 30, 2004
REVENUES .. .vvvveriranneneann $176,615 $ 23393 $159,068 $2,103 $ — % — $361,179
Earnings before income taxes .... 30,203 4,549 38,590 611 — (7,471) 66482
ASSELS oottt 67417 171,442 314,508 554 2,848 — 556,769
Capital expenditures ........... 11,022 128 4,736 94 _ 15,980
Depreciation and amortization . . .. 13,642 3,871 11,241 _ —_ — 28,754
Interest inCOME ... ..o vveeenn — —_ (1,601) —_ —_ — (1,601)
Interest income on notes receivable

from affiliated parties ........ (133) (133)
Interest expense .............-. — — 19 — — — 19
Interest expense on notes payable

to affiliated parties ........... — — 252 — — — 252
Year ended June 30, 2005
REVENUES .\ vvernrrnrevnnenns $174,096 $ 49956 $186,196 $2,107 $ — & — 3412355
Earnings before income taxes .. .. 32,036 7,605 53,637 471 — (11,9500 81,799
ABSEIS . ot e 59,855 181,339 366,267 405 199 — 608,065
Capital expenditures ........... 2,982 — 4,642 35 — — 7,659
Depreciation and amortization . . .. 15,319 6403 12,608 5 — — 347335
Interest iNCOME . . ... vvuvreoenn. 3 (99) (2.487) — — —_ (2,589)
Interest income on notes receivable

from affiliated parties ........ — (248) (100} — — —_ (348)
Interest eXpense .. ............- — — — — — —
Interest expense on notes payable

to affiliated parties ........... — — 334 — — — 334
Period from July 1, 2005 through

April 13, 2006
REVEMUES « oo v v eevniiaoonnns $133.908 $ 38,692 $160,823 $1,633 $ — § — $335,146
Earnings before income taxes .... (44,925) 2,507 117,459 358 -— (10,730) 64,669
ASSEIS v 74,045 126,898 179,731 334 — — 381,008
Capital expenditures ........... 3,848 60 5,763 — — —_ 9,671
Depreciation and amortization . . . . 11,451 5066 12,377 — — — 28,864
Interest iNCOME . . . v vvevvvnenn-n 4 35 1,629 — — — 1,668
Interest income on notes receivable

from affiliated parties ........ — 228 770 — — — 998
Interest EXpense ... ........o.-.. — — 17 —_ — — 17
Interest expense on notes payable

to affiliated parties ........... — — 30! —_ _ — 301
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Revenues and long-lived tangible assets by geagraphic area are as follows:

United
States Europe Canada Other Total
Year ended June 30, 2004:
ReVEnues . .........ooviiiiinenniin. .. $157,685 $174315 321,033 § 3,146 $361,179
Property, plant, and equipment—net . , . .. e 17,740 18,962 70 869 37,641
Year ended June 30, 2005:
Revenues ............ ... ...t $152,391  $221,791 $23,812 $14.361 $412,355
Property, plant, and equipment—net ............ 13,173 19,204 140 938 33,455
Period from July 1, 2005 through April 13, 2006:
Revenues ........................... e $115,355 $183,229 $20275 $16,287 $335,146
Property, plant, and equipment—net ............ 12,038 19,291 81 1,780 33,190

17. SUBSEQUENT EVENTS

In 1999 the European Court ruled that a German 1ax rule regarding the tax treatment of certain royalty fees
paid to foreign entities was incompatible with European law. It was unclear whether the European Court ruling
applied to non-EU and Double Tax Treaty (DTT) countries. As a result, the German law remained in effect, but
German tax authorities suspended tax assessments on trade taxes where the licensor/lessor was resident in a
non-EU DTT country, reserving the right to assess the tax at a later date. In response, the Company's German
subsidiaries began accruing a trade tax liability on royalties to non-EU DTT countries according to the German
law. As of April 13, 2006, a $6.7 million tax liability was recorded in the Company's financial statements. In
November 2006 the Company was notified that the German tax authorities issued a clarifying ordinance, stating
that in the case of lessors/licensors resident in EU or DTT countries the tax assessment would be permanently
ceased. Based upon this decision, during the quarter ended December 31, 2006 Solera Holdings, LLC plans to
reverse the eniire $6.7 million accrual as a reduction to goodwill attributed to the purchase.
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